Linked games, international organisations and agricultural trade by Coleman, William D. & Tangermann, Stefan
www.ssoar.info
Linked games, international organisations and
agricultural trade
Coleman, William D.; Tangermann, Stefan
Veröffentlichungsversion / Published Version
Arbeitspapier / working paper
Zur Verfügung gestellt in Kooperation mit / provided in cooperation with:
SSG Sozialwissenschaften, USB Köln
Empfohlene Zitierung / Suggested Citation:
Coleman, W. D., & Tangermann, S. (1998). Linked games, international organisations and agricultural trade.
(MPIfG Discussion Paper, 98/8). Köln: Max-Planck-Institut für Gesellschaftsforschung. https://nbn-resolving.org/
urn:nbn:de:0168-ssoar-418581
Nutzungsbedingungen:
Dieser Text wird unter einer Deposit-Lizenz (Keine
Weiterverbreitung - keine Bearbeitung) zur Verfügung gestellt.
Gewährt wird ein nicht exklusives, nicht übertragbares,
persönliches und beschränktes Recht auf Nutzung dieses
Dokuments. Dieses Dokument ist ausschließlich für
den persönlichen, nicht-kommerziellen Gebrauch bestimmt.
Auf sämtlichen Kopien dieses Dokuments müssen alle
Urheberrechtshinweise und sonstigen Hinweise auf gesetzlichen
Schutz beibehalten werden. Sie dürfen dieses Dokument
nicht in irgendeiner Weise abändern, noch dürfen Sie
dieses Dokument für öffentliche oder kommerzielle Zwecke
vervielfältigen, öffentlich ausstellen, aufführen, vertreiben oder
anderweitig nutzen.
Mit der Verwendung dieses Dokuments erkennen Sie die
Nutzungsbedingungen an.
Terms of use:
This document is made available under Deposit Licence (No
Redistribution - no modifications). We grant a non-exclusive, non-
transferable, individual and limited right to using this document.
This document is solely intended for your personal, non-
commercial use. All of the copies of this documents must retain
all copyright information and other information regarding legal
protection. You are not allowed to alter this document in any
way, to copy it for public or commercial purposes, to exhibit the
document in public, to perform, distribute or otherwise use the
document in public.
By using this particular document, you accept the above-stated
conditions of use.
/LQNHG*DPHV,QWHUQDWLRQDO2UJDQLVDWLRQV
DQG$JULFXOWXUDO7UDGH
:LOOLDP’&ROHPDQ
DQG
6WHIDQ7DQJHUPDQQ

0D[3ODQFN,QVWLWXWIU*HVHOOVFKDIWVIRUVFKXQJ
3DXOVWUDVVH
’.|OQ
*HUPDQ\
7HOHSKRQH 
)D[  03,I*’LVFXVVLRQ3DSHU
(0DLO LQIR#PSLIJNRHOQPSJGH ,661¥
+RPH3DJH KWWS ZZZPSLIJNRHOQPSJGH ’HFHPEHU
:LOOLDP’&ROHPDQLV3URIHVVRURI3ROLWLFDO6FLHQFHDW0F0DVWHU8QLYHUVLW\+DPLOWRQ
2QWDULR&DQDGDDQGZDVDYLVLWLQJUHVHDUFKHUDWWKH03,IRUWKH6WXG\RI6RFLHWLHVLQ
6WHIDQ7DQJHUPDQQLV3URIHVVRURI$JULFXOWXUDO(FRQRPLFVDWWKH,QVWLWXWIU
$JUDU|NRQRPLH*HRUJ$XJXVW8QLYHUVLWlW*|WWLQJHQ*|WWLQJHQ*HUPDQ\
 03,I*’LVFXVVLRQ3DSHU
$EVWUDFW
2YHUWKHSDVWGHFDGHPRVW2(&’FRXQWULHVKDYHEHJXQWRUHIRUPIXQGDPHQWDOO\
WKHLU DJULFXOWXUDO SROLFLHV 6RPH GLVSXWH KDV HPHUJHG RYHU WKH H[WHQW WRZKLFK
SROLF\PDNLQJ DW WKH LQWHUQDWLRQDO OHYHO KDV WULJJHUHG WKHVH UHIRUPV 7KHVH GLV
SXWHVUDLVHLPSRUWDQWWKHRUHWLFDOTXHVWLRQVDERXWKRZZHWKHRUL]HDQGWHVWIRUWKH
GHJUHH RI LQWHUGHSHQGHQFH EHWZHHQ LQWHUQDWLRQDO UHJLRQDO (8 DQG GRPHVWLF
SROLF\ FKDQJH7KLVSDSHURIIHUV WKH FRQFHSWRI DXWRQRPRXV OLQNHGJDPHV DV D
SRVVLEOH WKHRUHWLFDO URXWH WR IROORZ D URXWH WKDW DOVR SHUPLWV PRUH V\VWHPDWLF
WKHRUHWLFDO FRQVLGHUDWLRQ RI WKH UROH RI LQWHUQDWLRQDO RUJDQL]DWLRQV LQ SROLF\
PDNLQJ:HIRFXVLQSDUWLFXODURQWKH(XURSHDQ&RPPLVVLRQDQGWKH*$776HF
UHWDULDW’UDZLQJRQWKHVHFRQFHSWVZHDUJXHWKDWSROLF\UHIRUPE\(8PHPEHU
VWDWHVZDV VLJQLILFDQWO\ VKDSHG E\ SURSRVDOV DQG RXWFRPHV LQ WKH LQWHUQDWLRQDO
QHJRWLDWLRQVRQDJULFXOWXUHGXULQJWKH*$778UXJXD\5RXQG
=XVDPPHQIDVVXQJ
,P/DXIHGHV OHW]WHQ-DKU]HKQWVKDEHQGLHPHLVWHQ2(&’/lQGHUJUXQGOHJHQGH
5HIRUPHQ LKUHU$JUDUSROLWLN LQ$QJULII JHQRPPHQ’LH )UDJH LQZLHZHLW SROLWL
VFKH0DQDKPHQDXILQWHUQDWLRQDOHU(EHQHGHQ$QVWRIUGLHVH5HIRUPHQJHJH
EHQ KDEHQ ZLUG GHU]HLW NRQWURYHUV GLVNXWLHUW ’LHVH ’LVNXVVLRQZLUIW ZLFKWLJH
WKHRUHWLVFKH)UDJHQGDUEHUDXIZLHGDV$XVPDGHU,QWHUGHSHQGHQ]]ZLVFKHQ
LQWHUQDWLRQDOHQ UHJLRQDOHQ (8 XQG QDWLRQDOHQ 3ROLWLNlQGHUXQJHQ WKHRUHWLVFK
HUIDVVW XQG HPSLULVFK EHVWLPPWZHUGHQ NDQQ:LU ELHWHQ GDV.RQ]HSW DXWRQR
PHUPLWHLQDQGHUYHUEXQGHQHU6SLHOHDOVWKHRUHWLVFKHQ$QVDW]DQGHU]XU/|VXQJ
GLHVHU )UDJHQ EHLWUDJHQ N|QQWH ’LHVHU $QVDW] N|QQWH DXFK HLQH VWULQJHQWHUH
WKHRUHWLVFKH$QDO\VHGHU5ROOH LQWHUQDWLRQDOHU2UJDQLVDWLRQHQEHLGHU3ROLWLNJH
VWDOWXQJHUP|JOLFKHQ’HU6FKZHUSXQNWOLHJWLQVEHVRQGHUHDXIGHU(XURSlLVFKHQ
.RPPLVVLRQ XQG GHP*$776HNUHWDULDW $XI GHU *UXQGODJH XQVHUHV $QVDW]HV
DUJXPHQWLHUHQZLUGD3ROLWLNUHIRUPHQLQGHQ(80LWJOLHGVWDDWHQLQEHWUlFKWOL
FKHP0DHJHSUlJWZXUGHQYRQGHQ9RUVFKOlJHQXQG(UJHEQLVVHQGHU LQWHUQD
WLRQDOHQ$JUDUYHUKDQGOXQJHQZlKUHQGGHU8UXJXD\5XQGHGHV*$77
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
&RQWHQWV
,QWURGXFWLRQ 
$XWRQRPRXV/LQNHG*DPHV 
,QWHUQDWLRQDO2UJDQL]DWLRQVDQG0XOWLOHYHO3ROLF\PDNLQJ 
7KH*$77*DPH3KDVHWR 
3UHOLPLQDU\3RVLWLRQV 
7RZDUGV’HDGORFN:LQ6HWV$QDO\VLVIRU3KDVH 
7KH&$3*DPH 
7KH*$77*DPH3KDVH-DQXDU\WR’HFHPEHU 
&RQFOXVLRQ 
5HIHUHQFHV 

&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
,QWURGXFWLRQ
2YHU WKH SDVW WZHOYH \HDUV WKH VSHFLDO SODFH RI DJULFXOWXUH LQ WKH SRVWZDU HP
EHGGHG OLEHUDO RUGHU KDV FKDQJHG IXQGDPHQWDOO\ 7KH 8UXJXD\ 5RXQG $JUHH
PHQWLPSRVHGQHZLQWHUQDWLRQDOGLVFLSOLQHVRQDJULFXOWXUDOSROLFLHVZRUOGZLGH
’XULQJWKHVDPHSHULRGLQGLYLGXDOVWDWHVDQGWKH(XURSHDQ8QLRQWRRNVWHSVWR
PRYH WKHLUSROLFLHV LQDPRUH OLEHUDOGLUHFWLRQ%HFDXVH WKH8UXJXD\5RXQGQH
JRWLDWLRQV DQG WKH GRPHVWLF UHIRUP SURFHVVHV ZHUH RFFXUULQJ VLPXOWDQHRXVO\
WKHVHSROLF\FKDQJHVUDLVHTXHVWLRQVDERXWWKHUHODWLRQVKLSEHWZHHQLQWHUQDWLRQDO
DQGGRPHVWLFSROLF\PDNLQJ6XEVWDQWLYHO\LVSROLF\PDNLQJDWWKHLQWHUQDWLRQDO
OHYHO FRQVWUDLQLQJ WKHSROLF\PDNHUV“ FKRLFHV RI SROLF\ REMHFWLYHV DQGSROLF\ LQ
VWUXPHQWVDWWKH(8DQGGRPHVWLFOHYHOV"7KHRUHWLFDOO\KRZPLJKWZHFRQFHSWX
DOL]HOLQNDJHVEHWZHHQSROLF\FKDQJHVDWWKHLQWHUQDWLRQDODQGWKHGRPHVWLFOHYHOV
LQRUGHUWRDVVHVVEHVWUHODWLYHLQWHUGHSHQGHQFH"
2QWKHVXEVWDQWLYHVLGH3DDUOEHUJKDVDUJXHGUHFHQWO\§WKDWWKH8UXJXD\5RXQG
FRQWULEXWHG OLWWOH WR WKH ¥0DF6KDUU\5HIRUPV DW WKH (8 HQG DQG DOPRVW
QRWKLQJ WR WKHDQG¥ UHIRUPVDW WKH86 HQG¤ 3DDUOEHUJ
3DWWHUVRQ DFNQRZOHGJHV WKDW QHJRWLDWLRQV DW WKH LQWHUQDWLRQDO OHYHO SOD\HG D
§VPDOO UROH¤ LQ WKH UHIRUP RI WKH &RPPRQ$JULFXOWXUDO 3ROLF\ &$3 EXW WKDW
ORQJVWDQGLQJGRPHVWLFSUREOHPVUHODWHGWRRYHUSURGXFWLRQDQGEXGJHWDU\FRVWV
ZHUHSULPDU\3DWWHUVRQ,QFRQWUDVW*X\/HJUDVVHQLRURIILFLDOLQWKH
DJULFXOWXUHGLUHFWRUDWH’LUHFWRUDWH*HQHUDO9,’*9,RIWKH(XURSHDQ&RPPLV
VLRQVDZWKH8UXJXD\5RXQGDVSURYLGLQJDFRQIURQWDWLRQEHWZHHQWZRRSSRV
LQJYLHZVRIKRZWRUHJXODWHDJULFXOWXUH/HJUDV8OWLPDWHO\WKH86YLHZ
VXSSRUWHG E\ WKH &DLUQV *URXS ODUJHO\ SUHYDLOHG ZLWK IXQGDPHQWDO FRQVH
TXHQFHVIRUWKHVWUXFWXUHRIWKH&$3’HORUPHFRQFXUVQRWLQJWKDWWKH&$3UH
IRUPVOHGWRDFHUWDLQKDUPRQL]DWLRQRI(8DQG86DJULFXOWXUDOSROLF\DSSURDFKHV
XQGHUWKH*$77SUHVVXUHV’HORUPH
,QRWKHUZRUGVWKHUHDUHWZRVFKRROVRIWKRXJKWRQWKHUHODWLRQVKLSEHWZHHQ&$3
UHIRUPDQGWKH*$77QHJRWLDWLRQV7KHILUVWDUJXHVWKDWWKH&$3UHIRUPRF
FXUUHG ODUJHO\ LQGHSHQGHQWO\RI WKH VLPXOWDQHRXV LQWHUQDWLRQDOQHJRWLDWLRQV ,Q
WHUQDO GRPHVWLF SUREOHPV UHODWHG WR EXGJHWDU\ FRQVWUDLQWV DQG RYHUVXSSO\ RI
VRPHFRPPRGLWLHVIRUFHGSROLWLFDOOHDGHUVWRFRQVLGHUIXQGDPHQWDOUHIRUPVRIWKH
&$3 7KH VHFRQG K\SRWKHVLV GRHV QRW GHQ\ WKH LPSRUWDQFH RI WKHVH GRPHVWLF

 )RUUHYLHZVRIDJULFXOWXUHDQGWKH*$77*HQHUDO$JUHHPHQWRQ7DULIIVDQG7UDGH
VHH-RVOLQJ7DQJHUPDQQDQG:DUOH\DQG6ZLQEDQNDQG7DQQHU
 7KH &DLUQV *URXS ZDV DQ XQXVXDO DOOLDQFH RI VHYHUDO KLJK LQFRPH FRXQWULHV
LQFOXGLQJ$XVWUDOLDDQG&DQDGDDQGRIDQXPEHURIGHYHORSLQJFRXQWULHV DOO H[
SRUWHUV RI DJULFXOWXUDO FRPPRGLWLHV WKDWZDV IRUPHGZLWK WKH REMHFWLYH RI VHHNLQJ
JUHDWHUDFFHVVWR(XURSHDQDQG-DSDQHVHPDUNHWV
 03,I*’LVFXVVLRQ3DSHU
SUREOHPV ,W SRVWXODWHV KRZHYHU WKDW WKH WLPLQJ RI &$3 UHIRUP DQG WKH YHU\
ORJLFRI WKH UHIRUPV LQWURGXFHG UHSUHVHQWGLUHFW UHVSRQVHV WR LQWHUQDWLRQDOSUHV
VXUHVHPDQDWLQJ IURPWKH*$77QHJRWLDWLRQV:HVWURQJO\VXEVFULEH WR WKHVHF
RQGK\SRWKHVLVDQGHQGHDYRU WRVKRZKHUH WKDW LWH[SODLQV WKHKLVWRULFDOHYHQWV
PXFKEHWWHU WKDQ WKH ULYDOK\SRWKHVLV WKDW&$3 UHIRUPZDVXQGHUWDNHQPDLQO\
IRULQWHUQDOUHDVRQV
2QWKHWKHRUHWLFDOVLGHWKHSUREOHPRIDQDO\]LQJGRPHVWLF¥LQWHUQDWLRQDOUHODWLRQV
LQ DJULFXOWXUH KDV VSDUNHG FRQVLGHUDEOH XVDJH RI 3XWQDP“V WZROHYHO JDPHV
PRGHO3DDUOEHUJVHHV LWDVSURYLGLQJ§XVHIXO ODQJXDJH¤EXW FULWLFL]HV LW IRUQRW
DGGUHVVLQJ WKH TXHVWLRQ RI ZKHQ QDWLRQDO OHDGHUV KDYH LQFHQWLYHV WR §LQWHU
QDWLRQDOL]H¤LVVXHV3DDUOEHUJ3DWWHUVRQSXUVXHVPXFKIXUWKHUWKHXVH
RI WKH PRGHO DQG DGDSWV LW IRU DQ DQDO\VLV DW WKUHH OHYHOV LQWHUQDWLRQDO (8
PHPEHUVWDWHD VWHSHDUOLHU WDNHQE\0R\HU 3DWWHUVRQDQG0R\HU
7KHLUUHFRXUVHWR3XWQDP“VWKHRU\LVDQREYLRXVVWHSEHFDXVHKHZDVDWWHPSWLQJ
WR DGYDQFH RXU XQGHUVWDQGLQJ RI LQWHUQDWLRQDO LQIOXHQFHV RQ GRPHVWLF SROLF\
PDNLQJ+LVSUHVHQWDWLRQKRZHYHU UHIHUUHG WR VLWXDWLRQVZKHUH WZRFRQGLWLRQV
KHOG)LUVWWKHVDPHFKLHIQHJRWLDWRUVZHUHSOD\LQJLQERWKWKHLQWHUQDWLRQDODQG
GRPHVWLF JDPHV 6HFRQG WKH LQWHUQDWLRQDO QHJRWLDWLRQV ZHUH VWULFWO\ LQWHUJRY
HUQPHQWDOLQWHUQDWLRQDODFWRUVKDGQRUROHLQWKHPRGHO
7KHHYHQWVRI¥ZKHQ LQWHUQDWLRQDOQHJRWLDWLRQV 8UXJXD\5RXQGZHUH
JRLQJ RQZKLFKZHUH UHODWHG LQ WXUQ WR DQ DXWRQRPRXV VHW RI (8 QHJRWLDWLRQV
&$3UHIRUPUHSUHVHQWDVFHQDULRWKDWGHSDUWVIURPERWKRIWKHVHFRQGLWLRQV)LUVW
WKHJDPHVZHUHPRUHDXWRQRPRXV IURPRQHDQRWKHUZLWKRQO\VRPHRYHUODS LQ
SOD\HUVDQGZLWKGLVFXVVLRQVIRFXVHGRQGLIIHUHQWLVVXHV6HFRQGLQWHUQDWLRQDORU
JDQL]DWLRQV ¥ WKH (XURSHDQ &RPPLVVLRQ DQG WKH *$77 6HFUHWDULDW ¥ ZHUH NH\
SOD\HUV DW SDUWLFXODU MXQFWXUHV LQ WKH GLVFXVVLRQV $FFRUGLQJO\ZH SURSRVH WKDW
VLWXDWLRQV OLNH WKRVH IRXQG LQ (8 DJULFXOWXUH DQG WKH *$77 EH DQDO\]HG DV
DXWRQRPRXV OLQNHG [OHYHO JDPHV :H KRSH WR VKRZ WKDW XVH RI WKLV WKHRUHWLFDO
IUDPHZRUNFDQKHOSWRVHWWOH WKHVXEVWDQWLYHTXHVWLRQRIZKHWKHURUQRW&$3UH
IRUPZDVDGLUHFWUHVSRQVHWRWKHRQJRLQJLQWHUQDWLRQDOQHJRWLDWLRQVLQWKH*$77
+LJKOLJKWLQJWKHSDUWLFXODUUROHRILQWHUQDWLRQDODFWRUVLVDQDGGLWLRQDODGYDQWDJH
RIFRQFHSWXDOL]LQJDJULFXOWXUDOQHJRWLDWLRQVDVDXWRQRPRXVOLQNHGJDPHV,QWHU
QDWLRQDORUJDQL]DWLRQVDUHLQFUHDVLQJO\LPSRUWDQWDFWRUVLQPXOWLFRXQWU\JDPHV
$WDPLQLPXPDVUHJLRQDOHFRQRPLFFRRSHUDWLRQGHYHORSVDQGUHJLRQDOLQWHUHVWV
EHFRPHH[SUHVVHGLQLQWHUQDWLRQDOIRUXPVLWEHFRPHVPRUHOLNHO\WKDWLQWHUPHGL
DWHRUUHJLRQDOLQVWLWXWLRQVZLOODJJUHJDWHWKHSUHIHUHQFHVRISOD\HUVDWWKHORZHU
RUGRPHVWLFOHYHO2YHUWLPHSDUWLFXODUO\ZLWKWKHFRQWLQXHGGHYHORSPHQWRILQ
WHUQDWLRQDOODZWKHVHLQVWLWXWLRQVPD\DOVRDFTXLUHDGGLWLRQDOLQVWLWXWLRQDODWWULE
XWHVWKDWPD\PDNHWKHPDFWRUVLQWKHLURZQULJKW,QDJDPHWKHRU\IUDPHZRUN
LQWHUQDWLRQDORUJDQL]DWLRQVFDQEHWKRXJKWRIDVLQIOXHQFLQJWKHUXOHVRIWKHJDPH
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
E\FUHDWLQJRUHOLPLQDWLQJFHUWDLQW\SHVRIPRYHVDYDLODEOHWRWKHSOD\HUVDQGE\
DIIHFWLQJWKHDFWXDORUSHUFHLYHGSD\RIIVRIDOWHUQDWLYHRXWFRPHV$FFRUGLQJO\ZH
EXLOGRQ FRQFHSWLRQVRI LQWHUQDWLRQDORUJDQL]DWLRQVDVPHGLDWRUV DQGDV HQWUHSUH
QHXULDO OHDGHUV DVRQHZD\RI LQWHJUDWLQJ VXFKRUJDQL]DWLRQVPRUH V\VWHPDWLFDOO\
LQWRWKHRULHVRILQWHUQDWLRQDO¥GRPHVWLFSROLF\PDNLQJ
7KHVHVHYHUDODUJXPHQWVDUHGHYHORSHG LQ WKH IROORZLQJVWHSV:HEHJLQZLWKD
VFKHPDWLFSUHVHQWDWLRQRIWKHFRQFHSWRIDXWRQRPRXVOLQNHGJDPHVDQGDSSO\LW
WRWKHDJULFXOWXUDOQHJRWLDWLRQV:HIROORZLPPHGLDWHO\ZLWKDGLVFXVVLRQRIWKH
SUHVHQFH RI LQWHUQDWLRQDO RUJDQL]DWLRQV LQ PXOWLOHYHO SROLF\PDNLQJ 7KH ILUVW
SKDVHRIRXUWZROLQNHGJDPHVWKH*$77JDPHLVGLVFXVVHGQH[WZLWKWKHZLQ
VHWDQDO\VLVKLJKOLJKWLQJWKHH[WHQWRIWKHGHDGORFNWKDWH[LVWHGZKHQWKH*$77
WDONVFROODSVHGLQ+H\VHO%HOJLXPLQ’HFHPEHU7KHDQDO\VLVWKHQWXUQVWR
WKHG\QDPLFVRI WKH VHFRQG &$3JDPHXQGHUOLQLQJKRZ WKH LVVXHVZHUH FRQ
VWUDLQHGE\WKH*$77QHJRWLDWLRQVDQGQRWLQJWKHFUXFLDOUROHRIWKH&RPPLVVLRQ
DVDQRIILFLDOSOD\HUDWERWKJDPHVDQGDVDQHQWUHSUHQHXULDOOHDGHU7KHVXFFHVV
IXO UHVROXWLRQ LQ WXUQ RI WKH&$3JDPHDOWHUV WKH FDOFXOXV LQ WKH*$77JDPH
RSHQLQJWKHGRRUWRDILQDODJUHHPHQW$IWHUGLVFXVVLQJWKLVUHVROXWLRQEULHIO\ZH
UHWXUQWRUHIOHFWDOLWWOHIXUWKHURQWKHQRWLRQRIOLQNHGJDPHV’UDZLQJIURPRXU
DQDO\VLVZHFRQFOXGHZLWKDWHQWDWLYHSUHGLFWLRQDERXWWKHG\QDPLFVRI WKHXS
FRPLQJ:72:RUOG7UDGH2UJDQL]DWLRQQHJRWLDWLRQVRQDJULFXOWXUHSURYLGLQJ
DWHVWIRURXUK\SRWKHVHV
$XWRQRPRXV/LQNHG*DPHV
7KH¥VFHQDULRLQDJULFXOWXUHPLJKWEHEULHIO\VXPPDUL]HGDVIROORZV$
VHWRILQWHUQDWLRQDO*$77QHJRWLDWLRQVEHJDQZKLFKIRFXVHGQRWRQO\RQERUGHU
PHDVXUHVEXWDOVRRQ 'EHKLQG WKHERUGHU“GRPHVWLFSROLFLHV2YHU WKH FRXUVHRI
WKHQHJRWLDWLRQVIURPWRDVWDOHPDWHHPHUJHGWKDWFRXOGEHEURNHQLQ
RQHRIWZRZD\V(LWKHUWKH(8FKDQJHGLWVGRPHVWLFSROLF\LQOLQHZLWKLQWHUQD
WLRQDO SUHVVXUHV RU WKH86 \LHOGHG RQ D SULPDU\ REMHFWLYH UHIRUP RI WKH&$3
7KXVWKHLQWHUQDWLRQDO*$77QHJRWLDWLRQVKDGGLUHFWLPSOLFDWLRQVIRUDVHFRQG
VLPXOWDQHRXVEXWDXWRQRPRXVVHWRIQHJRWLDWLRQVRQ&$3UHIRUPZLWKLQWKH(8
7KHSUHVVXUHIURPWKHVWDOHPDWHLQWKH*$77FKDQJHGWKHUHODWLYHHYDOXDWLRQRI
WKHSD\RIIV IURP&$3UHIRUPDPRQJ(8PHPEHUVWDWHVXOWLPDWHO\RSHQLQJWKH
GRRUWRGRPHVWLF&$3UHIRUPV7KHVHUHIRUPVLQWXUQFKDQJHGWKHDVVHVVPHQWV
RI WKHFRVWVDQGEHQHILWVRIYDULRXVVROXWLRQVWRWKH LQWHUQDWLRQDOVWDOHPDWHXOWL
PDWHO\HQDEOLQJLWWREHEURNHQDQGDJUHHPHQWWREHIRXQG
7KLVVFHQDULRLVDFRPSOH[RQHEHFDXVHLWLQYROYHVWZRVHWVRILQWHUFRQQHFWHGQH
JRWLDWLRQVERWKLQYROYLQJPXOWLSOHOHYHOV*$77(8’RPHVWLFLQWKHILUVW(8
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
’RPHVWLFLQWKHVHFRQG1HLWKHUILWVYHU\ZHOOZLWKSUHVHQWWKHRULHVRIWZROHYHO
JDPHV 3XWQDP RU QHVWHG JDPHV 7VHEHOLV ,Q 3XWQDP“V VFHQDULR WKHUH LV RQH
WZROHYHOJDPHRQO\ZLWKWKHVDPHVHWRIFKLHIQHJRWLDWRUVSOD\LQJDWERWKOHYHOV
DQGDQHVVHQWLDOO\LGHQWLFDOVHWRILVVXHVRQERWKJDPHWDEOHV3XWQDP7VH
EHOLV“V QRWLRQ RI QHVWHG JDPHV FRPHV FORVHU EXW WKH &$3 QHJRWLDWLRQV DUH QRW
§QHVWHG¤ZLWKLQ WKH*$77GLVFXVVLRQV LQ D VWULFW VHQVHEHFDXVH WKH*$77GRHV
QRWGHWHUPLQHWKHUXOHVIRUWKH&$3JDPH7VHEHOLV,QIDFWWKHFRPSOH[LW\
RIWKHVFHQDULRLVVXFKWKDWVRPHPLJKWFRQFOXGHWKDWDQLQIRUPHGQDUUDWLYHZLOO
IXUQLVKDEHWWHUXQGHUVWDQGLQJRIWKHXOWLPDWHRXWFRPHVWKDQDQ\DWWHPSWDWWKHR
UL]LQJWKHVHSURFHVVHV
7KHUH LV VRPHPHULW LQ WKLV FRQFOXVLRQ DQG EHORZZH VKDOO LQGHHGSUHVHQW RXU
WKHRU\RIGHFLVLRQPDNLQJLQWKLVSDUWLFXODUVHWRIDXWRQRPRXV OLQNHGJDPHV LQ
WKH IUDPHZRUNRIDQDUUDWLYH+RZHYHUJDPHWKHRU\FDQSURYLGHDXVHIXO URDG
IRU WKHRUHWLFDOGHYHORSPHQW DQGZH VKDOO ILUVW WUDYHO WKLV URDG IRU DZKLOHZHOO
NQRZLQJWKDWJDPHWKHRU\UHTXLUHVXVWRFRPSUHVVDKLJKO\FRPSOH[UHDOLW\LQWRD
IDLUO\ VW\OL]HGPRGHO DQG WRZRUNZLWK DVVXPHGSD\RIIVZKLFK DUH QRW HPSLUL
FDOO\ HVWLPDWHG DW WKLV VWDJH 6FKDUSI REVHUYHV WKDW WKH IXQGDPHQWDOV RI JDPH
WKHRUHWLF WKLQNLQJFDQEHVXPPDUL]HG LQ WZRFRQFHSWV VWUDWHJLF LQWHUDFWLRQDQG
HTXLOLEULXP RXWFRPHV 7KHVH FRQFHSWV SURYLGH WKH EDVLV IRU ZKDW KH FDOOV
§FRXQWHUIDFWXDOWKRXJKWH[SHULPHQWV¤IRUH[SORULQJYDULRXVSRVVLEOHRXWFRPHVRI
VWUDWHJLF LQWHUDFWLRQ$FFRUGLQJO\ZHSURSRVH WKHXVHRIJDPH WKHRU\ WR LVRODWH
ZKDWDSSHDUWREHWKHFRUHG\QDPLFVRIWKHLQWHUDFWLRQVEHWZHHQWKHWZRVHWVRI
QHJRWLDWLRQV1DWXUDOO\VLQFHWKHHYHQWVZHDQDO\]HKDYHDOUHDG\WDNHQSODFHLWLV
GLIILFXOWWRIDOVLI\RXUK\SRWKHVHV,QVWHDGZHXVHWKHDQDO\VLVWRRIIHUVRPHSUH
GLFWLRQVDERXWKRZIXWXUHQHJRWLDWLRQVLQYROYLQJWKH:72DQGWKH(8ZLOOSUR
FHHG DQG WKHVH SUHGLFWLRQV WRJHWKHUZLWK WKH WKHRU\ RQZKLFK WKH\ DUH EDVHG
PD\RUPD\QRWEHIDOVLILHGE\IXWXUHUHDOLW\
7KHSURFHVVHVRIDJULFXOWXUDOSROLF\UHIRUPDWWKHLQWHUQDWLRQDOOHYHODQGLQWKH(8
IURP WR  FDQ EH FKDUDFWHUL]HG DV WZR DXWRQRPRXV OLQNHG JDPHV %\ DX
WRQRPRXVZHPHDQWKDWHDFKJDPHLQYROYHVGLIIHUHQWVHWVRIDFWRUVSOD\LQJXQGHU
GLVWLQFW VHWV RI LQVWLWXWLRQDO UXOHV DGGUHVVLQJ VHSDUDWH SROLF\ SUREOHPV 7KHVH
JDPHVDUHOLQNHGEHFDXVHWKHUHLVLPSRUWDQWRYHUODSLQWKHDFWRUVLQYROYHGDQGWKH
HTXLOLEULXPRXWFRPHVLQHDFKJDPHDIIHFWWKHUHODWLYHSD\RIIVLQWKHRWKHU,QIRU
PXODWLQJWKHVHJDPHVLQVLPSOLILHGIRUPZHDOVRWDNHDGYDQWDJHRIWZRFRPPRQ
DVSHFWV RI VWUDWHJLF LQWHUDFWLRQV&ROOHFWLYH DFWRUV RIWHQ RUJDQL]H WKHPVHOYHV LQWR
FRDOLWLRQVDQGWKHSROLWLFDOSURFHVVQRUPDOO\IRFXVHVRQDOLPLWHGQXPEHURIDOWHUQD
WLYHSROLF\RSWLRQVDWDQ\JLYHQWLPH,QUHDOLW\ERWKJDPHVLQYROYHGPXOWLSOHOHY
HOV LQWHUQDWLRQDO (8 DQGPHPEHU VWDWHV LQ WKH *$77 JDPH (8 DQGPHPEHU

 )RU DQ H[DPSOH RI D JDPH WKHRU\ DQDO\VLV RI DJULFXOWXUDO WUDGH QHJRWLDWLRQV XVLQJ
HPSLULFDOO\HVWLPDWHGSD\RIIVVHH.HQQHG\YRQ:LW]NHDQG5RH
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
VWDWHVLQWKH&$3JDPH+RZHYHUDVZHZDQWWRHPSKDVL]HWKH OLQNHGQDWXUHRI
WKH WZR JDPHV WR OLPLW WKH FRPSOH[LW\ZH VKDOO SUHVHQW KHUH RQO\ RQH OHYHO IRU
HDFKRIWKHWZRJDPHVWKHLQWHUQDWLRQDOOHYHO86DJDLQVW(8LQWKH*$77JDPH
DQGWKH(8OHYHOOLEHUDODJDLQVWSURWHFWLRQLVWPHPEHUVWDWHVLQWKH&$3JDPH:H
VKDOOZRUNZLWKPDWULFHVRIRUGLQDOUDQNHGSD\RIIV LQERWKJDPHV LQGLFDWLQJWKH
SUHIHUHQFHRUGHULQJRIWKHDOWHUQDWLYHRXWFRPHVIRUWKHUHVSHFWLYHSOD\HUV
$V WKH VXEVHTXHQW ELODWHUDO DJUHHPHQWVPDGH DW %ODLU+RXVH LQ:DVKLQJWRQ LQ
1RYHPEHUZRXOGVKRZWKHRXWFRPHRIWKH*$77DJULFXOWXUDOQHJRWLDWLRQV
GHSHQGHGRQZKHWKHUWKH86DQGWKH(&SRVLWLRQVFRXOGEHUHFRQFLOHG$FFRUG
LQJO\ZH IRFXVSULQFLSDOO\RQ WKH86DQG WKH(& LQ WKH*$77JDPH7DEOH$
VXPPDUL]HVWKHUHVSHFWLYHUHODWLYHSD\RIIVDW WKHQHJRWLDWLRQVWKDW WRRNSODFH LQ
+H\VHO %HOJLXP LQ ’HFHPEHU  ,Q WKH GLVFXVVLRQ WKDW IROORZV ZH GHPRQ
VWUDWHWKDWWKHEHVWFRPSURPLVHSRVLWLRQDYDLODEOHWKHSURSRVDOVIURP+HOOVWU|P
WKH 6ZHGLVK DJULFXOWXUH PLQLVWHU ZHUH XQDFFHSWDEOH WR WKH (& ,Q OLJKW RI WKH
SD\RIIV IURP RWKHU RSWLRQV WKH 1DVK HTXLOLEULXP SRVLWLRQ EHFRPHV D EUHDN
GRZQLQWKHWDONVVSDUNHGE\WKH(&“VUHIXVDORIWKHSURSRVDOV2YHUWKHVDPHSH
ULRGWKHUHZDVDOVRDQRQJRLQJGHEDWHLQWKH(&DERXWIXUWKHUUHIRUPRIWKH&$3
$VPDOOJURXSRI§OLEHUDOV¤ WKH8.’HQPDUN7KH1HWKHUODQGVZHUHUHDG\ WR
UHIRUP WKH &$3 SURIRXQGO\ LQ RUGHU WR IDFLOLWDWH WKH LQWHUQDWLRQDO GLVFXVVLRQV
7KHPDMRULW\RIWKHVWDWHVKRZHYHUSUHIHUUHGWKH&$3DVLWVWRRGDQGZRXOGRQO\
FRXQWHQDQFHWKRVHFKDQJHVFRQVLVWHQWZLWKWKHH[LVWLQJVWUXFWXUHRIWKHSROLF\:H
ZLOOVKRZWKDWWKHHTXLOLEULXPSRVLWLRQLQWKLV&$3JDPHHQGVXSLQQRUHIRUP
ZLWKWKHOLEHUDOVDQGWKHSURWHFWLRQLVWVKDYLQJRSSRVLQJYLHZVRQWKHGLUHFWLRQRI
SROLF\FKDQJHVHH7DEOH%
7KHFROODSVHRIWKH*$77WDONVDW+H\VHOSXWWUHPHQGRXVSUHVVXUHRQWKH(&WR
UHIRUPWKH&$3LQIDFWIRUFLQJWKHSURWHFWLRQLVWFRDOLWLRQWRUHFRQVLGHUWKHUHOD
WLYHSD\RIIVRIDOLEHUDOL]LQJUHIRUP$WWKLVSRLQWWKHOHDGHUVKLSRIWKH(XURSHDQ
&RPPLVVLRQEHFRPHVSDUWLFXODUO\LPSRUWDQWEHFDXVHLWKDVWRFUDIWSURSRVDOVWKDW
PDNHUHIRUPVXIILFLHQWO\DWWUDFWLYHIRUWKHSURWHFWLRQLVWFRDOLWLRQWKDWLWVPHPEHUV
FDQSRWHQWLDOO\DOWHUWKHLUHYDOXDWLRQRISD\RIIVLQWKH*$77JDPH%\-XO\
WKH&RPPLVVLRQKDGGHYHORSHGSURSRVDOV WKDW FUHDWHG WKHSRVVLELOLW\ RI VXFK D
FKDQJHLQWKHSD\RIIVIRUWKHSURWHFWLRQLVWV$V7DEOH&VXJJHVWVOLEHUDOL]LQJUH
IRUPV EHFRPH WKH QHZ HTXLOLEULXPSRVLWLRQ LQ WKLV JDPH2QFH&$3 UHIRUP LV
DJUHHGLQ0D\ WKHSRWHQWLDO IRUDQHZHTXLOLEULXPLQWKH LQWHUQDWLRQDOQH
JRWLDWLRQVEHWZHHQWKH(&DQG86LVFUHDWHGVHH7DEOH’5HDFKLQJWKLVHTXLOLE
ULXPSRVLWLRQKRZHYHUUHTXLUHVERWKIXUWKHUOHDGHUVKLSE\WKH&RPPLVVLRQDQG
DZLOOLQJQHVV WR FRPSURPLVHE\ WKH86)LQDO DJUHHPHQWZDVQRW WR FRPHXQWLO
’HFHPEHU
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
Table 1 Two Actor Payoff Matrices, GATT and CAP Reformsa
Table 1A Before CAP Reform, the Hellström GATT Proposals
US Agrees US Disagrees
EC Agrees 1,4 2,1
EC Disagrees 4,3
(equilibrium)
3,2
Table 1B CAP Reform before the collapse of GATT negotia-
tions at Heysel
Protectionists
Path Dependent 
Change
Liberalizing
Reform
Liberals
Path Dependent
Change
1,4 2,2
Liberalizing
Reform
3,3
(equilibrium)
4,1
a Payoffs are ordinal rankings from 4, highest payoff, to 1, lowest pay-
off. The first number is the payoff for the player on the row, the sec-
ond for the player on the column.
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
Table 1C CAP Reform after the Commission’s July 1991
Proposals
Protectionists
Path Dependent
Change
Liberalizing
Reform
Liberals
Path Dependent
Change
1,4 2,2
Liberalizing
Reform
3,1 4,3
(equilibrium)
Table 1D GATT Negotiations after CAP Reform
US Agrees US Disagrees
EC Agrees 3,4
(equilibrium)
4,1
EC Disagrees 1,3 2,2
 03,I*’LVFXVVLRQ3DSHU
7KH VKLIWV LQ UHODWLYH SD\RIIV LQ WKH WZR JDPHV LOOXVWUDWH ZKDW ZH PHDQ E\
DXWRQRPRXVOLQNHGJDPHV5HDFKLQJDQHTXLOLEULXPLQRQHJDPHFUHDWHVSRWHQ
WLDOO\QHZDVVHVVPHQWVRISD\RIIVIURPSROLF\UHIRUPLQWKHRWKHU%XWWKHJDPHV
DUHDXWRQRPRXVIURPRQHDQRWKHU7KH86LVQRWDSOD\HULQWKH&$3JDPHDQG
WKHPHPEHUVWDWHVRIWKH(8DUHQRWGLUHFWSOD\HUVLQWKH*$77JDPH
0RUHRYHUERWKJDPHVLQYROYHLQWHUQDWLRQDODFWRUVZKRKDYHDQDXWRQRPRXVLP
SDFWRQWKHRXWFRPHV ,Q WKH*$77 WKH’LUHFWRU*HQHUDODQGWKH6HFUHWDULDWVHW
WKHDJHQGD IRU WKHQHJRWLDWLQJSDUWLHVDQG WKHQPHGLDWH IXUWKHUGLVFXVVLRQV ,Q
VWLWXWLRQDO DUUDQJHPHQWV LQ WKH(8DOVRPDNH LWSRVVLEOH IRU WKH&RPPLVVLRQ WR
DFWDVDQHQWUHSUHQHXULDOOHDGHUE\FUDIWLQJSROLF\SURSRVDOVWKDWHQDEOHPHPEHU
VWDWHVWRVHHPRUHFOHDUO\WKHSRWHQWLDOFKDQJHVLQSD\RIIVLQWKHUHVSHFWLYHJDPHV
7KHVH UROHVDUHRQHV WKDWDUHQRWZHOO WKHRUL]HG LQJDPHVDQDO\VLV:HFRQVLGHU
WKHPQH[W EHIRUH SURFHHGLQJ WR DQDO\]H WKH KLVWRU\ RI WKH DJULFXOWXUDO QHJRWLD
WLRQV
,QWHUQDWLRQDO2UJDQL]DWLRQVDQG0XOWLOHYHO3ROLF\PDNLQJ
3XWQDP“V RULJLQDO IRUPXODWLRQ RI WKH WZROHYHO JDPH ZDV VWULFWO\ LQWHUJRYHUQ
PHQWDOFKLHIQHJRWLDWRUVUHSUHVHQWHGQDWLRQVWDWHV6XEVHTXHQWUHVHDUFKKDVHP
SKDVL]HG WKDW WKHVH FKLHI QHJRWLDWRUV PD\ KDYH PRUH DXWRQRP\ DQG LQIOXHQFH
WKDQRULJLQDOO\SUHVXPHGSDUWLFXODUO\ DW WKH RXWVHW RI QHJRWLDWLRQV ,W KDV DOVR
LPSURYHGRXUXQGHUVWDQGLQJRIFKLHIQHJRWLDWRUV“VWUDWHJLHVIRUH[DPSOHZKHQLW
LVXVHIXO WRDFWDVDQDJHQWRUDVDGRYHRUDVDKDZN0RUDYFVLN¥
0RYLQJRXWVLGHWKH3XWQDPPRGHOVRPHZKDW0RUDYFVLNGHYHORSHGDWKHRU\RI
OLEHUDOLQWHUJRYHUQPHQWDOLVPWKDWKHDSSOLHGWRWKHVWXG\RISROLF\PDNLQJLQWKH
(8 0RUDYFVLN  +HUH RI FRXUVH KH FDPH IDFH WR IDFHZLWK(8OHYHO
RUJDQL]DWLRQV¥WKH&RXQFLORI0LQLVWHUVWKH(XURSHDQ&RXUWRI-XVWLFH(&-WKH
(XURSHDQ&RPPLVVLRQ DQG WKH (XURSHDQ 3DUOLDPHQW (3 7KH ILUVW RI WKHVH LV
QRWDGLIILFXOWSUREOHPEHFDXVHLWUHPDLQVHVVHQWLDOO\DQLQWHUJRYHUQPHQWDOERG\
DOEHLWRQHWKDWXVHVLQFUHDVLQJO\DTXDOLWDWLYHPDMRULW\GHFLVLRQPDNLQJUXOH7KH
(3 LV JURZLQJ LQ LQIOXHQFH EXW KDV \HW WR JHW VLJQLILFDQWO\ LQ WKH ZD\ RI WKH

 6HHWKHGLVFXVVLRQLQ(YDQV
 0XFKRI WKH WKHRU\RI LQWHUJRYHUQPHQWDOLVP LVEDVHGRQ WKH DVVXPSWLRQRI DXQD
QLPLW\RUFRQVHQVXVGHFLVLRQPDNLQJUXOH0RUDYFVLNWULHVWRNHHSZLWKLQWKH
LQWHUJRYHUQPHQWDOIUDPHZRUNE\DUJXLQJWKDWDGRSWLQJTXDOLILHGPDMRULW\YRWLQJUH
VXOWV IURP D FRVWEHQHILW DQDO\VLV RI WKH VWUHDP RI IXWXUH VXEVWDQWLYH GHFLVLRQV H[
SHFWHGWRIROORZIURPDOWHUQDWLYHLQVWLWXWLRQDOGHVLJQV1DWLRQDOJRYHUQPHQWVDFFHSW
WREHRXWYRWHGRURYHUUXOHGRQDQ\ LQGLYLGXDO LVVXH LQH[FKDQJH IRUPRUHHIILFLHQW
FROOHFWLYHGHFLVLRQPDNLQJRQWKHDYHUDJH
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
&RXQFLODQGWKH&RPPLVVLRQSDUWLFXODUO\ZKHQWKHWZRDFW LQFRQFHUW7KH(&-
DQG WKH&RPPLVVLRQ RXU SULQFLSDO IRFXV KRZHYHU ILW OHVV HDVLO\ LQWR DQ LQWHU
JRYHUQPHQWDOIUDPHZRUN
0RUDYFVLNDUJXHV WKDWVXSUDQDWLRQDORUJDQL]DWLRQV OLNH WKH&RPPLVVLRQH[LVW WR
LQFUHDVH WKH HIILFLHQF\ RI LQWHUVWDWH EDUJDLQLQJ ,Q DGGLWLRQ WKH\PD\ KHOS HQ
KDQFH WKHDXWRQRP\RIQHJRWLDWLQJSDUWLHV IURPGRPHVWLF LQWHUHVWVE\DXJPHQW
LQJ WKH OHJLWLPDF\ DQG FUHGLELOLW\ RI FRPPRQ SROLFLHV $FFRUGLQJO\ GHFLVLRQ
PDNLQJLQWKHSUHVHQFHRIVXFKVXSUDQDWLRQDORUJDQL]DWLRQVVKRXOGVWLOO WHQGWR
ZDUG WKH SRVLWLRQ RI WKHPRVW VWURQJO\ RSSRVHGPHPEHU VWDWH0RUH UHFHQWO\
UDWLRQDO FKRLFH LQVWLWXWLRQDOLVWV KDYH VRXJKW WR DOORZ IRU PRUH VXSUDQDWLRQDO
DXWRQRP\7KH\KDYHGUDZQXSRQWKHFRQFHSWRIDQDJHQGDVHWWHUGHYHORSHGLQ
VWXGLHVRI WKHDFWLYLWLHVRIFRPPLWWHHVRI WKH86&RQJUHVV 3ROODFN ,Q WKLV
YLHZPHPEHUVWDWHVGHOHJDWHDXWKRULW\RYHUWKHDJHQGDWRWKH&RPPLVVLRQZLWK
DYLHZ WR ORZHULQJ WKH WUDQVDFWLRQ FRVWV RI FRRSHUDWLRQ DQG WKXV LQFUHDVLQJ WKH
OLNHOLKRRGRI VROYLQJVRPHFROOHFWLYHDFWLRQSUREOHPV3ROODFN GLVWLQ
JXLVKHVEHWZHHQIRUPDODJHQGDVHWWLQJZKLFKGHULYHV IURPD IRUPDOGHOHJDWLRQ
RI SURFHGXUDO SUHURJDWLYHV DQG LQIRUPDO DJHQGDVHWWLQJZKHUH D VXSUDQDWLRQDO
RUJDQL]DWLRQ WDNHVDGYDQWDJHRI LQIRUPDWLRQDV\PPHWULHVDQG LWVRZQH[SHUWLVH
WRVHWWKH§VXEVWDQWLYHDJHQGD¤IRUQDWLRQVWDWHV,QERWKVLWXDWLRQVWKHVXSUDQD
WLRQDORUJDQL]DWLRQJDLQVDQLPSRUWDQWPHDVXUHRIDXWRQRP\IURPWKHGHOHJDWLQJ
QDWLRQVWDWHV
7KRVHZRUNLQJPRUH LQ WKHKLVWRULFDO LQVWLWXWLRQDOLVW WUDGLWLRQDUJXH WKDW WKH UD
WLRQDOFKRLFHYLHZVWLOOXQGHUYDOXHVWKHLQGHSHQGHQWFDSDFLW\RIWKH&RPPLVVLRQ
DVDVXSUDQDWLRQDORUJDQL]DWLRQ6P\UOQRWHVWKDWWKH&RPPLVVLRQKDVWKH
FDSDFLW\WRFKDQJHWKHYHU\SUHIHUHQFHVRIWKHPHPEHUVWDWHVRYHUWLPH,QJDPH
WKHRUHWLF WHUPV VXFK D FKDQJH LQ SUHIHUHQFHV FDQ DFWXDOO\ FKDQJH SD\RIIV DQG
KHQFHOHDGWRDQHZHTXLOLEULXPSRVLWLRQ7KLVFDSDFLW\FXPXODWHVLQWRHYHQPRUH
SRZHUZKHQDJHQGDVHWWLQJSRZHUVFDQEHXVHGWRLPSRVHDGHDGOLQHIRUUHDFK
LQJDGHFLVLRQ 6P\UO6FKPLGW ¥ VWUHVVHV IXUWKHU WKDW VXSUD
QDWLRQDOODZIXUQLVKHVWKH&RPPLVVLRQZLWKFHUWDLQOHJDOSUHURJDWLYHVWKDWJLYHLW
DPHDVXUHRIDGGLWLRQDODXWRQRP\6KHFLWHVDVDNH\H[DPSOHWKH&RPPLVVLRQ“V
UHVSRQVLELOLW\WRDFWDVJXDUGLDQRIWKH7UHDWLHV,QDFWLQJRQWKHVHUHVSRQVLELOLWLHV
WKH&RPPLVVLRQDJDLQ FDQ UHVKDSH WKH VWUDWHJLHVRIPHPEHU VWDWHV FUHDWLQJ WKH
SRVVLELOLW\RIDGRSWLQJSROLFLHVGHYLVHGE\WKH&RPPLVVLRQLWVHOIDQGQHYHUUHDOO\
FRQVLGHUHGE\PHPEHUVWDWHV

 7KLV VWDWHPHQW SUHVXPHV D XQDQLPLW\ GHFLVLRQPDNLQJ UXOH ,I WKH UXOH FKDQJHV WR
TXDOLWDWLYHPDMRULW\GHFLVLRQPDNLQJ D JLYHQPLQRULW\ RIPHPEHU VWDWHV FDQ EORFN
GHFLVLRQV
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,QRUGHUWRWDNHDFFRXQWRIWKHVHWKHRUHWLFDOGHYHORSPHQWVDQGDVVRFLDWHGUHFHQW
HPSLULFDO ILQGLQJV ZH SURSRVH WR GLVWLQJXLVK EHWZHHQ LQWHUQDWLRQDO RUJDQL]D
WLRQVDVPHGLDWRUVDQGDVHQWUHSUHQHXULDOOHDGHUV
:HVHHDPHGLDWRUDVDVXSUDQDWLRQDORUJDQL]DWLRQWKDWKDVWKHSRZHUWRSURSRVH
DQDJUHHPHQWWRWKHSOD\HUVLQWKHJDPHE\GUDZLQJRQIRUPDODJHQGDVHWWLQJUH
VSRQVLELOLWLHVDQGRQLWVRZQH[SHUWLVHDQGDQDO\VLVRIZLQVHWFRPSDWLELOLWLHVDQG
LQFRPSDWLELOLWLHV 6LQFH WKLVPHGLDWRU DOVR UHSUHVHQWV DQ LQWHUQDWLRQDO RUJDQL]D
WLRQZKLFKPD\KDYHLWVRZQH[SHUWLVHDQGLQIRUPDWLRQDODGYDQWDJHVZHH[SHFW
WKDWWKLVRUJDQLVDWLRQZLOOFRQWLQXHWRSOD\DUROHLQWKHQHJRWDWLQJSURFHVV&RQ
VHTXHQWO\ WKHSURSRVHGDJUHHPHQWFRXOGGHSDUWVRPHZKDWIURPWKHSRVLWLRQRI
WKHPRVWUHFDOFLWUDQWPHPEHUVWDWHWKHLQWHUQDWLRQDORUJDQL]DWLRQEHLQJERXQGWR
PDNHSURSRVDOVFRQVLVWHQWZLWK LWV LQVWLWXWLRQDOPDQGDWHDQGPLVVLRQ:HVKRZ
EHORZWKDWWKH*$776HFUHWDULDWDFWHGDVDQLQWHUQDWLRQDOPHGLDWRULQDWOHDVWRQH
NH\VWDJHRIWKH*$77JDPH
,QFRQWUDVWDQHQWUHSUHQHXULDOOHDGHUZLOOKDYHLQVWLWXWLRQDODWWULEXWHVWKDWHQDEOHLW
WRSURSRVHDQGDUJXHIRUDJUHHPHQWVWKDWJRVLJQLILFDQWO\EH\RQGWKHSRVLWLRQRI
WKHPRVW RSSRVHGPHPEHU VWDWH 7KH\ KDYH VXIILFLHQW FDSDFLW\ WR UHVKDSH WKH
SUHIHUHQFHVRIPHPEHUVWDWHVDOOWKHZKLOHWDNLQJDGYDQWDJHRISURFHGXUDOUXOHV
DQGLQIRUPDWLRQDV\PPHWULHVWRSXVKWKHLURZQSUHIHUHQFHV.H\DWWULEXWHVVXS
SRUWLYH RI VXFK D UROH LQFOXGH IRUPDO DJHQGDVHWWLQJ SRZHUV DFFHVV WR LWV RZQ
NQRZOHGJH DQG H[SHUWLVH LQGHSHQGHQW RI QHJRWLDWLQJ VWDWHV D OHJDOPLVVLRQ DQ
FKRUHGLQVXSUDQDWLRQDOODZWRVXSSRUWWKHLQWHUHVWRIWKHVXSUDQDWLRQDOXQLWDQ
LQGHSHQGHQW DELOLW\ WR IDVKLRQ VLGHSD\PHQWV DQG D FDSDFLW\ WR DFW FRKHVLYHO\
7KHVH ODWWHU WKUHHTXDOLWLHVSHUPLW WKH LQWHUQDWLRQDORUJDQLVDWLRQWRSOD\WKHUROH
RI LQIRUPDO DJHQGDVHWWHU DV RXWOLQHG E\ 3ROODFN DQG WR H[HUFLVH OHDGHUVKLS
WKURXJKRXWWKHQHJRWLDWLQJSURFHVV
7KH(XURSHDQ&RPPLVVLRQKDVHQRXJKRI WKHVHDWWULEXWHV WRDFWDVDQHQWUHSUH
QHXULDOOHDGHU$GPLWWHGO\DFRPSOH[RUJDQL]DWLRQEHFDXVHLWDFWVERWKDVDQDG
PLQLVWUDWLYH ERG\ DQG DQ H[HFXWLYH FROOHJH &UDP  LW QRQHWKHOHVV GH
YHORSVLWVRZQNQRZOHGJHDQGH[SHUWLVHDQGLVWKHSULQFLSDOUHSRVLWRU\RILQIRU
PDWLRQ DERXW WKH LPSDFW RI &RPPXQLW\ SUDFWLFHV $OWKRXJK LWV EXUHDXFUDF\ LV
VPDOOHUWKDQWKDWRIDQ\RIWKHPHPEHUVWDWHVWKH&RPPLVVLRQVWLOOKDV§DVL]DEOH

 )RUDQH[WHQGHGDQDO\VLVRIZKHWKHUWKH&RPPLVVLRQVKRXOGEHYLHZHGDVDIDFLOLWD
WRU RI LQWHUJRYHUQPHQWDO SURFHVVHV RU DV DQ LQVWLWXWLRQ H[HUFLVLQJ OHDGHUVKLS WKDW
WDNHVSROLF\PDNLQJEH\RQGLQWHUJRYHUQPHQWDOVROXWLRQVVHH9DKO
 6HH9DKO 9DKOXVHV WKH FRQFHSWRI HQWUHSUHQHXULDO OHDGHUVKLS WR UHIHU WR WKH
&RPPLVVLRQ“V FDSDFLW\ WR JR EH\RQG WKH LQWHUJRYHUQPHQWDO ORZHVW FRPPRQ GH
QRPLQDWRU VROXWLRQ ,W LVGHYHORSHGDW OHQJWK LQKLV ILUVW FKDSWHU9DKO“VXVHRI WKH
WHUPLVVLPLODUWRWKDWRI<RXQJ
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
VWDIIZLWK LPSUHVVLYH LIXQHYHQO\GLVWULEXWHGSURIHVVLRQDO FDSDELOLWLHV IRU UXOH
PDNLQJ DQG HQIRUFHPHQW¤ 3HWHUV  2YHU WKH \HDUV WKRVH VHOHFWHG DV
&RPPLVVLRQHUV KDYH WHQGHG PRUH DQG PRUH WR EH SROLWLFLDQV ZLWK VLJQLILFDQW
SROLF\ H[SHULHQFH DQGSROLWLFDO SUHVWLJH ,PSRUWDQW WR WKLV VWXG\ LQSDUWLFXODU LV
WKHIDFWWKDWWKH&RPPLVVLRQKDVEXLOWXSFRQVLGHUDEOHH[SHUWLVHLQWKHUXOHVDQG
SURFHGXUHVRIWKH*$77+D\HV
7KH&RPPLVVLRQDOVRKDV LPSRUWDQW IRUPDODJHQGDVHWWLQJSRZHUVDQFKRUHG LQ
&RPPXQLW\ ODZ $UWLFOH  RI WKH 7UHDW\ JLYHV WKH &RPPLVVLRQ FRQVLGHUDEOH
URRP IRU ODXQFKLQJ QHZ LQLWLDWLYHV SDUWLFXODUO\ WKURXJK WKH PDQGDWH WKDW WKH
7UHDW\EHSURSHUO\DSSOLHGDQGGHYHORSHG1XJHQW$VQRWHGRQPRVW
PDWWHUV WKH&RXQFLO FDQ WDNHGHFLVLRQVRQO\RQ WKHEDVLVRI D&RPPLVVLRQSUR
SRVDODQGFDQDPHQGEXWQRWVXEVWLWXWHLWVRZQWH[WIRU&RPPLVVLRQSURSRVDOV
RQO\XQDQLPRXVO\$UWLFOHD$UWLFOHFODULILHVWKDWWKLVSRZHURIWKH&RP
PLVVLRQDSSOLHVWRWKH&RPPRQ&RPPHUFLDO3ROLF\,QLQWHUQDWLRQDOQHJRWLDWLRQV
ZKHQ DJUHHPHQW RQ D SURSRVDO LV UHDFKHG WKH &RXQFLOZLOO WKHQ DXWKRUL]H WKH
&RPPLVVLRQWRRSHQQHJRWLDWLRQV+D\HV,QDFWLQJRQWKH&RPPXQLW\“V
EHKDOIWKH&RPPLVVLRQLVWKHVROHQHJRWLDWRURIWKH(8DQGKDVVRPHGLVFUHWLRQ
DQG URRP WRPDQRHXYUH 9DKO ¥ )LQDOO\ LWV FRQVWLWXWLRQDO VWDWXV HQ
DEOHVWKH&RPPLVVLRQWREULQJWRSROLF\PDNLQJDYLVLRQRIWKHHFRQRPLFXQLRQDV
DZKROHDQGRIRYHUDOO HFRQRPLFZHOIDUH ,QD VLWXDWLRQRI OLQNHGJDPHVZKHUH
WKH&RPPLVVLRQVHWVWKHIRUPDODQGLQIRUPDODJHQGDIRUWKH&$3JDPHDQGQH
JRWLDWHV IRU WKH&RPPXQLW\ DW WKH*$77JDPH DGGLWLRQDO IOH[LELOLW\ZLOO FRPH
IURPWKHRSSRUWXQLWLHVWRPDQLSXODWHRQHJDPHWRDIIHFWWKHRWKHU
$FWLYLWLHVLQDEURDGVHWRISROLF\DUHDVSURYLGHWKH&RPPLVVLRQZLWKDFDSDFLW\
WRRIIHUVLGHSD\PHQWVWRPHPEHUVWDWHVDWNH\SRLQWVLQSROLF\EDUJDLQLQJ7KDW
VDLG LW LVQRW DOZD\VDEOH WR DFW DV D FRKHVLYHERG\’LIIHUHQWGLUHFWRUDWHVKDYH
WKHLU RZQ FXOWXUHV WKHLU PDQGDWHV IUHTXHQWO\ RYHUODS SURPRWLQJ EXUHDXFUDWLF
FRPSHWLWLRQDQGFRPPLVVLRQHUVWKHPVHOYHVFDQEHWRUQEHWZHHQWKHLQWHUHVWVRI
WKH8QLRQDQGWKHLUUHVSHFWLYHPHPEHUVWDWHV,QDJULFXOWXUHKRZHYHU’LUHFWRU
DWH*HQHUDO9,KDVDORQJKLVWRU\DQGFRQVLGHUDEOHH[SHUWLVH$QGWKH$JULFXOWXUH
0LQLVWHUVPHHWLQJLQWKH$JULFXOWXUDO&RXQFLOKDYHDOHJHQGDU\DELOLW\WRSURWHFW
DQG GHIHQG IDUPHUV“ LQWHUHVWV 7KH *HQHUDO $IIDLUV &RXQFLO FRPSRVHG RI WUDGH
PLQLVWHUVDQGPLQLVWHUVRIIRUHLJQDIIDLUVKDGRYHUDOOUHVSRQVLELOLW\IRUWKH*$77
QHJRWLDWLRQVEXWWHQGHGWRGHIHUWRWKH$JULFXOWXUDO&RXQFLODQGLWVH[SHUWLVHLQ
WKHDJULFXOWXUDOVHFWRU0R\HU7KLVGHIHUHQFHDOORZHGWKH&RPPLVVLRQ
WRDFWPRUHRUOHVVFRKHVLYHO\GXULQJWKHDJULFXOWXUDOQHJRWLDWLRQVRIWKH*$77

 7KLVLVQRWWRVD\WKDWWKHUHZHUHQRWWHQVLRQV,QWKHILUVWSKDVHRIWKH*$77QHJRWLD
WLRQV)UDQN$QGULHVVHQWKH7UDGH&RPPLVVLRQHUFRQVLVWHQWO\IDYRXUHGDPRUHOLEHUDO
SRVLWLRQ WKDQ 5R\0DF6KDUU\ WKH $JULFXOWXUH &RPPLVVLRQHU $QGULHVVHQ ZDV LQ D
XQLTXHSRVLWLRQEHFDXVHKHZDVWKHSUHYLRXV$JULFXOWXUH&RPPLVVLRQHU:HVKDOODOVR
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,QFRQWUDVWWKH*$776HFUHWDULDWDQGLWV’LUHFWRU*HQHUDOUHSUHVHQWLQJDQLQWHU
JRYHUQPHQWDOLQVWLWXWLRQZHUHFRQVWUDLQHGWRWKHUROHRIDQLQWHUQDWLRQDOPHGLD
WRU ,QSXUHO\ OHJDO WHUPV WKH*$77QHYHU KDG D VHFUHWDULDW DQG WKHSHUVRQV
ZRUNLQJLQZKDWXVHGWREHFDOOHGWKH*$776HFUHWDULDWZHUHERUURZHGIURPDQ
,QWHULP&RPPLVVLRQRIWKH,QWHUQDWLRQDO7UDGH2UJDQL]DWLRQDQRUJDQL]DWLRQWKDW
ZDVQHYHUDFWXDOO\HVWDEOLVKHG7KHIXQFWLRQVRIWKH’LUHFWRU*HQHUDOZKRVHWLWOH
DQG UROH KDYH DOVRQHYHU EHHQGHILQHG LQ WKH*HQHUDO$JUHHPHQW §KDYHGHYHO
RSHG HPSLULFDOO\ LQIOXHQFHG ODUJHO\ E\ WKH DFWLRQV RI WKH LQFXPEHQW¤ /RQJ
2QHRIWKHLQFXPEHQWVKDVGHVFULEHGWKHWKUHHPDLQWDVNVRIWKH’LUHF
WRU*HQHUDO WR EH JXDUGLDQ RI WKH *HQHUDO $JUHHPHQW FRQFLOLDWRU DPRQJ WKH
PHPEHU FRXQWULHV DQG PDQDJHU RI WKH VHFUHWDULDW /RQJ  ’XULQJ WKH
8UXJXD\5RXQGWKH’LUHFWRU*HQHUDO$UWKXU’XQNHOIRUPRVWRIWKHWLPHLQWKH
ILQDOVWDJHV3HWHU6XWKHUODQGDOVRDFWHGDVFKDLUPDQRIWKHKLJKHVWOHYHOQHJRWL
DWLQJERG\WKH7UDGH1HJRWLDWLRQV&RPPLWWHHZKHQLWGLGQRWPHHWDWWKHPLQ
LVWHULDO OHYHO DQGDV FKDLUPDQRI WKH*URXSRI1HJRWLDWLRQVRQ*RRGV WKHQH[W
KLJKHVWOHYHOLQWKHKLHUDUFK\RIWKHQHJRWLDWLRQV&URRPH,QWKLVUROHWKH
’LUHFWRU*HQHUDOVXSSRUWHGE\WKH6HFUHWDULDWKDGGHIDFWRVRPHIRUPDODJHQGD
VHWWLQJ SRZHUV DQG FRXOG FRQIURQW WKH QHJRWLDWRUVZLWK WKH LVVXHV DQG FKRLFHV
+RZHYHU LW KDG LQVXIILFLHQW H[SHUWLVH DQG LQIRUPDWLRQDO DXWRQRP\ WR DFW DV DQ
LQIRUPDO DJHQGDVHWWHU1RUPDOO\ FRXQWULHVZHUH H[SHFWHG WR VXEPLW SURSRVDOV
DQG WKH 6HFUHWDULDW FLUFXODWHG WKHP DPRQJ WKH QHJRWLDWLQJ SDUWLHV RIWHQ DORQJ
ZLWKEDFNJURXQGGRFXPHQWVVXPPDUL]LQJWKHLVVXHVDQGRSWLRQV
$IWHU WKH EUHDNGRZQ RI WKH QHJRWLDWLRQV LQ’HFHPEHU  KRZHYHU’XQNHO“V
UROHZDVVWUHQJWKHQHGZKHQKHZDVDVNHGE\WKHQHJRWLDWLQJSDUWLHV§WRSXUVXH
LQWHQVLYHFRQVXOWDWLRQVZLWK WKHVSHFLILFREMHFWLYHRIDFKLHYLQJDJUHHPHQWV LQ
DOO WKH DUHDV RI WKH QHJRWLDWLQJ SURJUDPPH LQ ZKLFK GLIIHUHQFHV UHPDLQ RXW
VWDQGLQJ¤ &URRPH7KH UROH RI WKH’LUHFWRU*HQHUDO EHFDPHSDUWLFX
ODUO\LPSRUWDQWLQDJULFXOWXUHEHFDXVH’XQNHODOVRWRRNRYHUWKHFKDLUPDQVKLSRI
WKHDJULFXOWXUHQHJRWLDWLQJJURXS+HKDGWR§WUDYHODQGWDONHQGOHVVO\ZLWKJRY
HUQPHQWV LQGLYLGXDOO\DQG LQEURDGHU FRQVXOWDWLRQV LQRUGHU WRJDXJH WKHLU LQ
WHQWLRQVDQGPLQLPXPQHHGVDVWKHEDVLVIRUKLVRZQSURSRVDOV¤&URRPH
 7KHVH SURSRVDOV HPHUJHG LQ WKH ’HFHPEHU  §’UDIW )LQDO $FW¤ RI WKH
8UXJXD\ 5RXQG WKDW IRUHVKDGRZHG WKH FRQWHQW RI WKH HYHQWXDO DJUHHPHQW ,Q
VSLWHRIWKHLQIOXHQWLDOUROHZKLFKWKH*$77’LUHFWRU*HQHUDOSOD\HGLQWKH8UX
JXD\5RXQGKRZHYHUKLVSRZHUV LQ WKH*$77QHJRWLDWLRQVGLGQRWSHUPLW WKH
SROLF\OHDGHUVKLSWKDWZDVWRFKDUDFWHUL]HWKHDFWLYLWLHVRIWKH&RPPLVVLRQLQ(8
GHFLVLRQPDNLQJLIRQO\EHFDXVHWKHVHZHUHQRWDQFKRUHGLQVXSUDQDWLRQDOODZ

QRWHWKDWLWWRRNLQWHUYHQWLRQE\WKHYHU\KLJKHVWOHYHOVRIWKHVWDWHLQ)UDQFHDQG*HU
PDQ\WREUHDNWKHVWUDQJOHKROGRIWKHDJULFXOWXUHPLQLVWHUVRQWKH(8QHJRWLDWLQJSR
VLWLRQLQWHUYHQWLRQWKDWWRRNSODFHLQWKHVHFRQGSKDVHRIWKH*$77JDPH
 7KH:72GLGQRW\HWH[LVWGXULQJWKH8UXJXD\5RXQGQHJRWLDWLRQVZKLFKUHVXOWHG
DPRQJRWKHUVLQWKHHVWDEOLVKPHQWRIWKDW2UJDQL]DWLRQ
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
7KH*$77*DPH3KDVHWR
,QWKLVVHFWLRQZHHQGHDYRXUWRPDSRXWWKHZLQVHWVIRUWKH*$77JDPHLQLWV
ILUVW SKDVH VKRZLQJZK\ WKH GHDGORFN VXPPDUL]HG LQ 7DEOH $ HQVXHG DW WKH
*$77 PLQLVWHULDO PHHWLQJ RI ’HFHPEHU  LQ +H\VHO %HOJLXP ,Q RUGHU WR
FDUU\RXWWKLVDQDO\VLVZHVKRZKRZWKHRSHQLQJ86SURSRVDOLQ-XO\UHSUH
VHQWHGDIURQWDODWWDFNRQ(&DJULFXOWXUDOSROLFLHV7KH(&UHVSRQGVVXJJHVWLQJDQ
DJUHHPHQW WR §PDQDJH¤ WUDGH IROORZHG E\ D JOREDO DSSURDFK WR UHGXFLQJ VXS
SRUW ,Q OLJKW RI WKH EDUJDLQLQJ WKDW IROORZHG WKHVH RSHQLQJ SRVLWLRQVZH WKHQ
SUHVHQW DQ DQDO\VLV RI ZLQVHWV WKDW KLJKOLJKWV WKH H[WHQW RI GHDGORFN WKDW RF
FXUUHGLQ%HOJLXPLQ’HFHPEHU
3UHOLPLQDU\3RVLWLRQV
:LWK LWVH[SRUWV IDOOLQJ WKH86 IHOWDQHHG WR UHJDLQPDUNHWV ORVW WR WKH(&DQG
WDUJHWHGWKHHQGRI(&H[SRUWVXEVLGLHVDVWKHPHDQVWRWKLVJRDO,Q0DUFK
WKH)RUHLJQ7UDGH0LQLVWHUV RI WKH(& UHOXFWDQWO\ DJUHHG WR HQWHU D QHZ*$77
5RXQGEXWFDXWLRQHGWKDWWKHDJULFXOWXUDOQHJRWLDWLRQVFRXOGQRWEHOLPLWHGWRD
GLVFXVVLRQRIH[SRUWVXEVLGLHV)URPWKHRXWVHW)UDQFHVRXJKWWRHQVXUHWKDWWKH
0LQLVWHULDO’HFODUDWLRQRSHQLQJ WKHURXQGPDNHQRVSHFLILF UHIHUHQFH WRUHPRY
LQJRUHYHQUHGXFLQJH[SRUWVXEVLGLHV:RROFRFNDQG+RGJHV7KH(8
&RXQFLO RI )RUHLJQ7UDGH0LQLVWHUV DGGHG WKDW WKH §&RXQFLO LV GHWHUPLQHG WKDW
WKH IXQGDPHQWDO REMHFWLYHV DQG PHFKDQLVPV ERWK LQWHUQDO DQG H[WHUQDO RI WKH
&$3VKDOOQRWEHSODFHGLQTXHVWLRQ¤9DKO,Q$XJXVWWKH&DLUQV
*URXSDQXQXVXDODOOLDQFHRIVHYHUDOKLJKLQFRPHFRXQWULHVDQGDQXPEHURIGH
YHORSLQJ FRXQWULHV DOO H[SRUWHUV RI DJULFXOWXUDO FRPPRGLWLHVZDV IRUPHGZLWK
WKH REMHFWLYH RI VHHNLQJ JUHDWHU DFFHVV WR (XURSHDQ DQG -DSDQHVH DJULFXOWXUDO
PDUNHWV&URRPH¥$OWKRXJKWKH3XQWDGHO(VWH’HFODUDWLRQRSHQLQJ
WKHURXQGGLGQRWPHQWLRQVSHFLILFDOO\H[SRUWVXEVLGLHVLWVORQJVXUSULVLQJO\GH
WDLOHG VWDWHPHQW RQ DJULFXOWXUH GLG VD\ WKDW §QHJRWLDWLRQV VKDOO DLP WR DFKLHYH
JUHDWHUOLEHUDOL]DWLRQLQDJULFXOWXUHDQGEULQJDOOPHDVXUHVDIIHFWLQJLPSRUWDFFHVV
DQG H[SRUW FRPSHWLWLRQ XQGHU VWUHQJWKHQHG DQG PRUH RSHUDWLRQDOO\ HIIHFWLYH
*$77UXOHVDQGGLVFLSOLQHV¤
$OPRVW LPPHGLDWHO\ WKHUHIRUH WKH(XURSHDQ&RPPXQLW\ZDVRQ WKHGHIHQVLYH
LQSURWHFWLQJWKH&$37KLVGHIHQVLYHQHVVLQDJULFXOWXUHKRZHYHUFRH[LVWHGZLWK
PDQ\PHPEHU VWDWHV“ GHFLGHG LQWHUHVW LQ OLEHUDOL]HG WUDGH LQ RWKHU SDUWV RI WKH
HFRQRP\0RVWRIWKHVPDOOHUVWDWHVVXFKDV7KH1HWKHUODQGV%HOJLXPDQG’HQ
PDUN KDG ORQJ KDG RSHQ HFRQRPLHV DQG UHOLHG KHDYLO\ RQ WUDGH IRU HFRQRPLF
JURZWK *HUPDQ\“V SRVWZDU HFRQRP\ ZDV EXLOW DURXQG KLJK YDOXHDGGHG H[

 7KHGHFODUDWLRQLVFRQWDLQHGLQDQDQQH[WR&URRPH
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SRUWVDQG)UDQFHKDGHPSKDVL]HGDYRFDWLRQH[SRUWDWULFH LQDJULFXOWXUHVLQFH WKH
RQVHW RI WKH )LIWK 5HSXEOLF 7KH LQWHUHVW LQ DQ RYHUDOO *$77 DJUHHPHQWZDV WR
SHUPLWWKH&RPPLVVLRQWRHPSOR\ZKDW6FKPLGW¥KDVGHVFULEHGDVD
§SUHYHQWLQJZRUVH¤QHJRWLDWLQJVWUDWHJ\
,Q LWVRSHQLQJVWDWHPHQWRQDJULFXOWXUH LQWKH8UXJXD\5RXQG LQ-XO\ WKH
86HYLQFHGDFOHDUPDUNHWRULHQWHGSRVLWLRQ,WFDOOHGIRUDIUHH]HRQH[SRUWVXE
VLGLHV DSROLF\ LQVWUXPHQW FHQWUDO WR WKH)UHQFK VXSSRUWRI WKH&$3 :RROFRFN
DQG+RGJHVIROORZHGE\WKHLUFRPSOHWHSKDVLQJRXWRYHUDVHWSHULRG
RI\HDUV ,WGHPDQGHG WKH HQGRI DOO WUDGHGLVWRUWLQJGRPHVWLF VXEVLGLHV ZKLFK
ZRXOGLQFOXGHWKH(&SULFHVXSSRUWV\VWHPDQGRIDOOLPSRUWEDUULHUVDQGWKXV
WKH(&YDULDEOHOHY\UHJLPH,WVWUHVVHGWKHQHHGWRLPSURYHPDUNHWDFFHVVWKXV
WDUJHWLQJWKH§&RPPXQLW\3UHIHUHQFH¤LQWKH(&DQGIRUDQHQGWRTXDQWLWDWLYH
LPSRUWUHVWULFWLRQV)LQDOO\LWDVNHGIRUDVWUHQJWKHQLQJRIGLVSXWHVHWWOHPHQWDQG
HQIRUFHPHQW SURFHVVHV LQFOXGLQJ LPSURYHG DUUDQJHPHQWV IRU DVVXULQJ FRPSOL
DQFH$OWKRXJK DJULFXOWXUH“V VKDUH RIZRUOG WUDGH KDG VKUXQN IURPRQH KDOI WR
RQHWHQWKRYHUWKH\HDUVIURPDJULFXOWXUHFRQWLQXHGWRDFFRXQWIRUDERXW
RQHKDOIRIDOO*$77GLVSXWHV&URRPH
:LWKWKH&$3VRREYLRXVO\LQWKHVLJKWVRIWKH86WKH(&FRXQWHUHGZLWKDGLI
IHUHQW SHUVSHFWLYH 1HJRWLDWLRQV VKRXOG EH IRFXVHG RQ UHGXFLQJ LQVWDELOLW\ LQ
ZRUOGPDUNHWVIROORZLQJD§JOREDODSSURDFK¤RQHWKDWIRFXVHGRQDOODVSHFWVRI
VXSSRUW DQG QRW SULQFLSDOO\ RQ H[SRUWV /HJUDV  7KH SDUWLHV WR WKH
*$77VKRXOGORRNWRGHYHORSDQDJUHHPHQWWKDWZRXOG§PDQDJH¤ LQWHUQDWLRQDO
PDUNHWVLQFHUHDOVFHUHDOVXEVWLWXWHVVXJDUDQGGDLU\SURGXFWV,QJHUVHQW5D\QHU
DQG+LQH2QFHVWDELOLW\ZDVUHVWRUHGWKHQWKHSDUWLHVFRXOGSURFHHGWR
UHGXFH GRPHVWLF VXSSRUW DQG H[WHUQDO SURWHFWLRQ RYHU D EURDG UDQJH RI FRP
PRGLWLHV3UHIHUHQFHIRUPDQDJHGLQWHUQDWLRQDOPDUNHWVKDGDORQJKLVWRU\LQWKH
(&2QHRILWVPRUHUHFHQWLQGLFDWLRQVZDVWKH(&“VDWWHPSWDWHVWDEOLVKLQJWDFLW
DJUHHPHQWZLWKWKH86LQWKHHDUO\VWKDWWKH(&KDGDFODLPWRSHUFHQWRI
WKHZRUOGZKHDWPDUNHW)URPWKH(&SHUVSHFWLYHWKH86DQGWKH&DLUQV*URXS
GLGQRWXQGHUVWDQGRUFKRVHQRW WRXQGHUVWDQG WKH LPSOLFDWLRQVRI WKH(&SRVL
WLRQ:LWKVXFKD§JOREDO¤DSSURDFKWKHUHZRXOGEHQRQHHGWRVLQJOHRXWH[SRUW
VXEVLGLHVIRUVSHFLDODWWHQWLRQEHFDXVH§DQXQGHUWDNLQJWRUHGXFHLQWHUQDOVXSSRUW
ZRXOGDXWRPDWLFDOO\OHDGWRDFXWLQSURGXFWLRQIROORZHGLQWXUQE\DGURSLQ
H[SRUWV¤7KH&RPPXQLW\“VWUDGLQJSDUWQHUVZRUULHGKRZHYHUWKDWWKHJOREDO
DSSURDFKZRXOGSHUPLWWRRPXFKPDQLSXODWLRQRIGRPHVWLFSROLFLHVWKHUHE\SUH
VHUYLQJWKHHVVHQWLDODVSHFWVRIWKH&$3

 7KH IROORZLQJSUHVHQWDWLRQRI WKH86SRVLWLRQ LV WDNHQ IURP+LOOPDQ ¥
2Q WKH QHJRWLDWLQJ SRVLWLRQV RIPDMRU FRXQWULHV DQG WKHLU GHYHORSPHQW GXULQJ WKH
8UXJXD\5RXQGVHHDOVR-RVOLQJ7DQJHUPDQQDQG:DUOH\
 3DHPHQ DQG %HQVFK  %RWK WKHVH DXWKRUVZRUNHG IRU WKH (& GXULQJ WKH
8UXJXD\5RXQG
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
7RZDUGV’HDGORFN:LQ6HWV$QDO\VLVIRU3KDVH
7KHUHFRUGRIHYHQWVWKDWIROORZHGWKHRSHQLQJVWDWHPHQWVOHDGLQJWRWKHIDLOXUH
RIWKH0LG7HUP0HHWLQJLQ0RQWUHDODQGWKHQWKHFROODSVHRIQHJRWLDWLRQVDOWR
JHWKHU LQ+H\VHOKDVEHHQZHOOGRFXPHQWHGDQGQHHGQRWGHWDLQXVKHUH7KH
SROLWLFVRIWKHQHJRWLDWLRQVKRZHYHUGRDIIHFWKRZRQHFKRRVHVWRDQDO\]HZLQ
VHWV7KH86DQGWKH&DLUQV*URXSLQVLVWHGRQQHJRWLDWLQJVHSDUDWHFRPPLWPHQWV
RQH[SRUWVXEVLGLHVGRPHVWLFVXSSRUWDQGPDUNHWDFFHVV7KH(&UHVLVWHGDUJX
LQJ WKDW D JOREDO DSSURDFK WR QHJRWLDWLRQV ZRXOG DFFRPSOLVK WKH VDPH WKLQJ
ZLWKRXW IRUFLQJ WKHSDUWLHV WRQHJRWLDWHSROLF\E\SROLF\GHWDLOE\GHWDLO ,WV UH
IXVDOWRQHJRWLDWHVHSDUDWHFRPPLWPHQWVDQGLQSDUWLFXODUFRPPLWPHQWVRQH[
SRUW VXEVLGLHVZDVRQHRI WKH FUXFLDO IDFWRUV OHDGLQJ WR WKH FROODSVHRIQHJRWLD
WLRQVLQ+H\VHO7KHILQDODJUHHPHQWRIFRXUVHGLGFRQWDLQVHSDUDWHVXEVHFWLRQV
DQGFRXQWU\VSHFLILFFRPPLWPHQWVRQWKHWKUHHDUHDV
$FFRUGLQJO\ ZH ZLOO H[DPLQH VHSDUDWHO\ WKH DSSDUHQW ZLQVHWV LQ WKHVH WKUHH
DUHDV DOO WKHZKLOH UHPDLQLQJ TXLWH FRQVFLRXV RI 3XWQDP“V SRLQW WKDW WUDGHRIIV
EHWZHHQ LVVXHVPD\ DIIHFW UHVSHFWLYH ZLQVHW VL]HV VHH 3XWQDP ¥
7KH H[DPLQDWLRQ LV EDVHG RQ DQ DQDO\VLV RI WKH  RSHQLQJSRVLWLRQV IXUWKHU
SRVLWLRQV WDNHQ LQ  WKH ILQDOQHJRWLDWLQJ VWDWHPHQWV IRU WKH+H\VHOPHHWLQJ
SURYLGHGLQODWHDQGWKH+HOOVWU|PSURSRVDOPDGHDWWKHKHLJKWRIWKH+H\
VHOQHJRWLDWLRQV
7KHRSHQLQJSRVLWLRQRIWKH86RQH[SRUWVXEVLGLHVVRXJKWDSHUFHQWUHGXFWLRQ
RYHU D SHULRG RI  \HDUV *RLQJ LQWR WKH +H\VHO FRQIHUHQFH WKLV SRVLWLRQ KDG
VKLIWHGVOLJKWO\WRDSHUFHQWUHGXFWLRQLPSOHPHQWHGRYHU\HDUV7KH+HOO
VWU|PSURSRVDORIIHUHGDSHUFHQW UHGXFWLRQ LQYROXPHRI VXEVLGL]HGH[SRUWV
RYHU\HDUVXVLQJD¥EDVH*LYHQWKDWWKH86H[SUHVVHGLQWHUHVWLQWKLV
SURSRVDOZHFRQFOXGH WKDW WKHZLQVHWRQ WKH86 VLGHZDVTXLWH ODUJH UDQJLQJ
IURPFRPSOHWHHOLPLQDWLRQWRDSHUFHQWUHGXFWLRQLQYROXPH7KH(&UHIXVHG
WRPDNHDGLUHFWVHSDUDWHRIIHURQH[SRUWVXEVLGLHV,WVILQDOSRVLWLRQZDVD
UHGXFWLRQ LQGRPHVWLF VXSSRUWRIPDLQSURGXFWVE\SHUFHQWE\ IURPD
EDVH ,WDGGHGWKDW§WKHSURSRVHGUHGXFWLRQRIVXSSRUWDQGSURWHFWLRQZLOO
OHDGWRDFRQVLGHUDEOHUHGXFWLRQRIH[SRUWVXEVLGLHV¤DQGVWDWHGWKDWWKH(&ZDV

 )RUKLVWRULHVRIWKHQHJRWLDWLRQVVHH&URRPH3DHPHQDQG%HQVFKDQG
6WHZDUW)RUWKHDJULFXOWXUDOQHJRWLDWLRQVVHH-RVOLQJ7DQJHUPDQQDQG:DU
OH\7KHFROOHFWLRQRIHVVD\VLQ,QJHUVHQWHWDO SOXVWKHV\VWHPDWLFKLV
WRULFDO DQDO\VLV RI 9DKO  SURYLGH XVHIXO VXSSOHPHQWV WKDW IXUQLVK DGGLWLRQDO
GHWDLORQWKHDJULFXOWXUDOQHJRWLDWLRQVVSHFLILFDOO\
 +HOOVWU|P WKH 6ZHGLVK DJULFXOWXUH PLQLVWHU FKDLUHG WKH QHJRWLDWLQJ VHVVLRQV DQG
PDGHDODVWGLWFKSURSRVDOWRUHDFKDQDJUHHPHQW,WUHFHLYHGWKHVXSSRUWRIWKH86
DQGWKH&DLUQV*URXSEXWZDVQRWDFFHSWDEOHWRWKH(&$VXPPDU\RIWKHSURSRVDO
LVIRXQGLQ3DHPHQDQG%HQVFK¥
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§UHDG\WRTXDQWLI\WKHUHVXOWV>IRUH[SRUWVXEVLGLHV@IORZLQJIURPWKHUHGXFWLRQLQ
LQWHUQDOVXSSRUW¤7KH(&QHYHUZHQWDVIDUKRZHYHUDVTXDQWLI\LQJWKHLPSOL
FDWLRQV IRU H[SRUW VXEVLGLHV ,Q IDFW EDVHGRQRXURZQ FDOFXODWLRQV(& H[SRUWV
ZRXOGKDYHGHFOLQHGE\PRUH WKDQUHTXLUHGE\ WKH+HOOVWU|PSURSRVDO VHHEH
ORZWKRXJKWKLVPD\QRWKDYHEHHQVHHQFOHDUO\E\QHJRWLDWRUVDWWKHWLPH$FW
LQJLQLWVHQWUHSUHQHXULDOOHDGHUUROHWKH(&&RPPLVVLRQH[SUHVVHGLQWHUHVWLQWKH
+HOOVWU|PRIIHUEXWGHPXUUHGDW WKH¥EDVH:HFRQFOXGHWKDW WKHZLQ
VHWVRIWKH86DQGWKH(&DVVHHQE\QHJRWLDWRUVPRYHGFORVHUWRSRVVLEOHRYHU
ODSLQWKH+H\VHOPHHWLQJVEXWLQWKHHQGDQLPSRUWDQWJDSUHPDLQHG
)URP¥SRWHQWLDOO\RYHUODSSLQJZLQVHWVRQLVVXHVRIPDUNHWDFFHVVZHUH
FUHDWHGEXWJDSVVWLOOUHPDLQHGWREHEULGJHGLQWKHHQG7KHRSHQLQJSRVLWLRQRI
WKH86LQZDV§WRSKDVHRXWLPSRUWEDUULHUVRYHUWHQ\HDUV¤/DWHULQWKHQH
JRWLDWLRQV WKH86 KDGSURSRVHG WKDW DOO QRQWDULII EDUULHUV 17%V WR WUDGH LQ
FOXGLQJ LQVWUXPHQWV OLNH WKH YDULDEOH OHY\ EH FRQYHUWHG LQWR WDULIIV §WDULIILFD
WLRQ¤ERXQGDJDLQVWLQFUHDVHDQGWKHQUHGXFHGRYHUDVSHFLILHGSHULRGRIWLPH
7KXVWKH86SURSRVDOLQFDOOHGIRUDSHUFHQWUHGXFWLRQLQWDULIIVRYHUD
\HDUSHULRGEHJLQQLQJLQ¥)HDULQJWKDWWKHWDULIILHG17%VZRXOGVWLOOUH
PDLQSURKLELWLYHO\KLJKIRU WKH(&DQGRWKHUVWDWHV WKH86DOVRGHPDQGHGWKDW
VWDWHVHVWDEOLVKDPLQLPXPDFFHVVOHYHORISHUFHQWRIWKHGRPHVWLFPDUNHWH[
SDQGLQJWRSHUFHQWRYHU\HDUV
%\WKH(&ZDV§SUHSDUHGWRFRQVLGHUHOHPHQWVRIWDULIILFDWLRQ¤ZLWKVRPH
LPSRUWDQWTXDOLILFDWLRQV,WZDQWHGWRWUDQVIRUP17%VLQWRDK\EULGIRUPRIWDU
LIIV FRQVLVWLQJRI D §IL[HG FRPSRQHQW¤DQGD §FRUUHFWLYH IDFWRU¤ DSURYLVLRQ WR
DOORZVWDWHV WRRIIVHWZRUOGPDUNHW IOXFWXDWLRQVDQGH[FKDQJH UDWHPRYHPHQWV
,WVRIIHUGLGQRWFRQWDLQDVSHFLILF ILJXUH IRUUHGXFWLRQRI WKH IL[HGFRPSR
QHQWEXWVDLGWKDWWDULIIVZRXOGEHUHGXFHGLQSDUDOOHOZLWKWKHFXWVLQSULFHVXS
SRUW UHTXLUHG WR DFKLHYH WKHSURSRVHG UHGXFWLRQRIGRPHVWLF VXSSRUW E\ SHU
FHQW 0RUH LPSRUWDQW WKLV RIIHU ZDV PDGH FRQWLQJHQW RQ LWV *$77 SDUWQHUV
DJUHHLQJWR§UHEDODQFLQJ¤7KH(&SURSRVHGWRUHSODFHWKHGXW\IUHHRUQHDUGXW\
IUHH DGPLVVLRQ RI RLOVHHGV RLOVHHG SURGXFWV DQG FHUHDO VXEVWLWXWHV ZLWK WDULII
TXRWDV EDVHG XSRQ H[LVWLQJ LPSRUW OHYHOV ,Q WKH +HOOVWU|P QHJRWLDWLRQV WKH

 &LWHGLQ-RVOLQJ7DQJHUPDQQDQG:DUOH\
 )UDQFHDQG,UHODQGZHUHIXULRXVWKDWWKH&RPPLVVLRQKDGH[SUHVVHGWR+HOOVWU|PD
ZLOOLQJQHVV WR QHJRWLDWH H[SRUW VXEVLG\ UHGXFWLRQV DV D VHSDUDWH LWHP 6HH 9DKO
7KH&RPPLVVLRQKHUHDQGDWRWKHUSRLQWV LQ WKH+HOOVWU|PQHJRWLDWLRQV
FOHDUO\ZHQWEH\RQG WKH ORZHVW FRPPRQGHQRPLQDWRUSRVLWLRQDV H[SUHVVHG LQ WKH
RIILFLDOQHJRWLDWLQJSRVLWLRQDQGHIIHFWLYHO\SOD\HGWKHUROHRIDQHQWUHSUHQHX
ULDOOHDGHU
 ,Q WKH’LOORQ ¥*$775RXQG WKH(&KDG DJUHHG WKDW WDULIIV RQ IHHGJUDLQ
FHUHDOVXEVWLWXWHVDQGRLOVHHGVEHDW]HURRUDW ORZOHYHOV7KHVH LPSRUWHGSURGXFWV
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
&RPPLVVLRQH[HUFLVHGOHDGHUVKLS LQRIIHULQJ§SDUWLDO¤UHEDODQFLQJ¥ZLWKGUDZDO
RIWKHGHPDQGIRURLOVHHGV¥DQGDPDUNHWDFFHVVJXDUDQWHHRISHUFHQW*LYHQ
WKDWUHEDODQFLQJLQDQ\IRUPZDVXQDFFHSWDEOHWRWKH86RUWRWKH&DLUQV*URXS
DQGWKDWWKHGLIIHUHQFHEHWZHHQWKH86ILJXUHRISHUFHQWWDULIIUHGXFWLRQVDQG
WKHLPSOLFLW(&ILJXUHZDVREYLRXVO\VLJQLILFDQWDJDLQZHFRQFOXGHWKDWWKHZLQ
VHWVGLGQRWRYHUODS
7KHSRWHQWLDOIRURYHUODSSLQJZLQVHWVZDVKLJKHVWLQWKHDUHDRIUHGXFWLRQVLQLQ
WHUQDOVXSSRUW$IWHUPRUHZLGHO\GLYHUJLQJYLHZVLQWKHHDUOLHUVWDJHVRIWKHQH
JRWLDWLRQV WKH86 DQG WKH(& DJUHHG LQ WKHLU SURSRVDOV WKDW DQ DJJUHJDWH
PHDVXUHPHQW RI VXSSRUW $06 VKRXOG EH XVHG WR GHILQH FRPPLWPHQWV WKDW
FRPPLWPHQWVVKRXOGEHSURGXFWVSHFLILFDQGWKDWDIL[HGH[WHUQDOUHIHUHQFHSULFH
UDWKHU WKDQ WKH KLJKO\ YDULDEOH DFWXDOZRUOGPDUNHW SULFHV VKRXOG EH XVHG LQ
FDOFXODWLQJ WKH$06 7KH SURSRVDOV GLIIHUHG VRPHZKDW RQ VRPH RWKHU OHVV LP
SRUWDQWSRLQWVEXWPDLQO\RQ WKH UDWHVRI UHGXFWLRQ WKH86 VXJJHVWHGDSHU
FHQWFXWIURPWKH¥EDVHZKHUHDVWKH(&ZDVQRWSUHSDUHGWRJREH\RQGD
SHU FHQW UHGXFWLRQ IURPDEDVH ,Q WKHLU UHDFWLRQV WR WKH+HOOVWU|PSUR
SRVDOIRUDSHUFHQWFXWIURPWKHEDVHZKLFKZRXOGKDYHUHTXLUHGODUJHU
UHGXFWLRQV WKDQ WKH  EDVH ERWK WKH86 DQG WKH(& VKRZHG VLJQV RI EHLQJ
SUHSDUHGWRFRQVLGHULWDVDEDVLVIRUDFRPSURPLVH7KXVLWDSSHDUVWKDWRQGR
PHVWLFVXSSRUWWKHZLQVHWVKDGPRYHGYHU\FORVHWRHDFKRWKHULIQRWUHDFKHGD
PDUJLQDORYHUODS
$V 7DEOH $ LQGLFDWHV D GHDGORFN UHVXOWLQJ IURP WKH 86ZLOOLQJQHVV WR DFFHSW
+HOOVWU|PZKLOH WKH(&UHIXVHV LVRXUH[SHFWHGHTXLOLEULXPRXWFRPH7KHEHVW
SD\RIIIRUWKH86EXWWKHZRUVWIRUWKH(&ZRXOGKDYHEHHQDJUHHPHQWRQ+HOO
VWU|P:K\ZHRUGHU WKHSD\RIIV LQ WKLVZD\PD\QRW EH LPPHGLDWHO\ FOHDU ,W
IROORZVIURPWKH§FRXQWHUIDFWXDOWKRXJKWH[SHULPHQW¤RIZKDWZRXOGKDYHKDS
SHQHG LI WKH 86 KDG DJUHHG WR WKH (& SURSRVDOV RI 1RYHPEHU :H KDYH
PDGHDQHVWLPDWHRIWKHLUHIIHFWVEDVHGRQDPRGHORI(&DJULFXOWXUDOPDUNHWV
,QWKLVPRGHOZHUHGXFHG(&SULFHVXSSRUWDVPXFKDVQHHGHGWRPHHWWKHSHU
FHQW UHGXFWLRQRI$06RIIHUHGE\ WKH(&$W WKH VDPH WLPHZH LPSOHPHQWHG
UHEDODQFLQJ DV UHTXHVWHGE\ WKH(&8QGHU WKHVH FRQGLWLRQV(& H[SRUWVZRXOG
KDYHJRQHGRZQVLJQLILFDQWO\)RUH[DPSOHIURPWR(&H[SRUWVRIFH
UHDOV ZRXOG KDYH GHFOLQHG E\  SHU FHQW DQG H[SRUWV RI EXWWHU DQG FKHHVH

KDGWDNHQDQLPSRUWDQWVKDUHRIWKHIHHGJUDLQEXVLQHVVIRU(&OLYHVWRFNDW WKHH[
SHQVHRIWKH(&“VRZQFHUHDOVSURGXFHUV
 ’DWDDUHGUDZQIURPWKHXVHRIWKH(6,0PRGHODYDLODEOHWRWKHDXWKRUV
 )RUPLONZHKDYHDVVXPHGWKDWWKH$06UHGXFWLRQZRXOGKDYHEHHQDFKLHYHGE\D
FRPELQDWLRQRIDTXRWDFXWRQHKDOIRIWKH$06UHGXFWLRQDQGDSULFHUHGXFWLRQ
 $VLJQLILFDQWSDUWRI WKLV UHGXFWLRQ LQFHUHDOVH[SRUWVZRXOGKDYHUHVXOWHG IURPUH
EDODQFLQJ ZKLFK ZRXOG KDYH UDLVHG SULFHV RI QRQFHUHDO IHHGV VLJQLILFDQWO\ DQG
WKHUHE\ERRVWHGIHHGGHPDQGIRUFHUHDOVLQWKH(&
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ZRXOGKDYHGLVDSSHDUHGDOWRJHWKHU,QRUGHUWRUHDFKWKHUHGXFWLRQRIVXSSRUWLW
KDGRIIHUHGWKH(&ZRXOGKDYHKDGWRFXWSULFHVXSSRUWVLJQLILFDQWO\)RUH[DP
SOHFHUHDOSULFHVLQWKH(&ZRXOGKDYHKDGWREHUHGXFHGE\QHDUO\WHQSHUFHQW
EHWZHHQDQG
6XFK SULFH UHGXFWLRQV ZRXOG HIIHFWLYHO\ KDYH DPRXQWHG WR VLJQLILFDQW &$3 UH
IRUPEXWDUHIRUPGLUHFWO\DQGREYLRXVO\IRUFHGE\WKH*$77:HWKXVUDQNHG
DQ\ DJUHHPHQW E\ WKH (& WR+HOOVWU|P WKH SURSRVDO FORVHVW WR WKH (& RIIHU RI
DVSURYLGLQJWKHORZHVWSD\RIIVLQ7DEOH$6XFKDQDJUHHPHQWZRXOGKDYH
FUHDWHGFRQVLGHUDEOHSROLWLFDO WXUPRLOEHFDXVH LWZRXOGKDYHEHHQD WUDQVSDUHQW
VXUUHQGHURIVRYHUHLJQW\RYHUGRPHVWLFSROLFLHV&RPPLVVLRQHU0DF6KDUU\PD\
ZHOOKDYHDSSUHFLDWHGWKLVGLIILFXOW\DQGGHFLGHGWKDWLWZRXOGEHEHVWLIWKH(&
RIIHUZHUHQRWDFFHSWHGDWWKLVPRPHQWOHDYLQJKLPWLPHWRUHIRUPWKH&$3GR
PHVWLFDOO\EHIRUHDJUHHLQJRQUHGXFWLRQVLQWKH*$777DQJHUPDQQ)RUWX
QDWHO\ WKH (& RIIHUZDV XQDFFHSWDEOH WR WKH (&“V QHJRWLDWLRQ SDUWQHUV DQ\ZD\
EHFDXVHLWLQFOXGHGUHEDODQFLQJ
7KH&$3*DPH
7KHDQDO\VLVRIWKHILUVWSKDVHRIWKH*$77JDPHVKRZVWKDWWKH(&ZLQVHWVZHUH
V\VWHPDWLFDOO\VPDOOHUWKDQWKRVHRIWKH86RULWVWUDGLQJSDUWQHUV$UHYLHZRI
WKHSRVLWLRQVRIPHPEHUVWDWHVKHOSVH[SODLQZK\WKHVHZLQVHWVZHUHVPDOODQG
SURYLGHVDQLQVLJKWLQWRSRVLWLRQVWDNHQLQWKH&$3QHJRWLDWLRQV,QDVXJJHVWLYH
DQDO\VLV’HORUPHDUJXHVWKDW(&PHPEHUVWDWHVEURXJKWWKUHHSRLQWVRIYLHZWR
WKH8UXJXD\5RXQG ’HORUPH¥)LUVW WKH8QLWHG.LQJGRP7KH1HWK

 7KLVSULFHFXWZRXOGKDYHKDGWRFRPHRQWRSRIWKHSULFHUHGXFWLRQVWKH(&KDGDO
UHDG\LPSOHPHQWHGDIWHUWKH(&SURSRVDOLPSOLHGFUHGLWIRUVXSSRUWUHGXFWLRQV
DOUHDG\DFKLHYHGDIWHUWKHEDVHSHULRG
 2XU UDQNLQJ RI WKH UHPDLQLQJ RXWFRPHV LV H[SODLQHG DV IROORZV ,I WKHUH ZHUH QR
DJUHHPHQWEHWZHHQWKH(&DQGWKH86WKHQLWZRXOGEHEHVWIRUWKH(&WRKDYHVDLG
QRZKLOH WKH86 VDLG \HV 7KH&RPPLVVLRQZRXOG WKHQ EH VHHQ DV GHIHQGLQJ WKH
&$3DQG VWDQGLQJXS WR WKH$PHULFDQV WKHUHE\ HQKDQFLQJ LWV OHJLWLPDF\ZLWK WKH
PHPEHU VWDWHV )RU WKH 86 WKH EHVW RXWFRPH ZRXOG KDYH EHHQ DQ DJUHHPHQW ,W
ZRXOG KDYH JDLQHG WKH FRPPLWPHQW RQ H[SRUW VXEVLGLHV LW VRXJKW &$3 UHIRUP
ZRXOGKDYHEHHQIRUFHGRQWKH(&DQGWKHRYHUDOO*$775RXQGZRXOGKDYHEHHQ
FRQFOXGHGZLWK WKH86 UHWDLQLQJ WKH LQLWLDWLYH ,I WKHUHZHUH QR DJUHHPHQW WKHQ LW
ZRXOGEHEHVWWRKDYHDJUHHGZKLOHWKH(&GLVDJUHHGZLWKWKHEODPHWKHQIDOOLQJRQ
WKH(&7KHZRUVWRXWFRPHZRXOGKDYHEHHQQRDJUHHPHQWEHFDXVHWKH86UHIXVHG
ZKLOH WKH (& DJUHHG 7KH86ZRXOG WKHQ KDYH ORVW WKH LQLWLDWLYH DQGZRXOG KDYH
EHHQEODPHGIRUGHOD\LQJWKHRYHUDOO*$77URXQGWKHUHE\XQGHUPLQLQJDQLPSRU
WDQWLQWHUQDWLRQDOLQVWLWXWLRQDQGPRYHPHQWWRZDUGSHDFHLQLQWHUQDWLRQDOHFRQRPLF
UHODWLRQV
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
HUODQGVDQGXVXDOO\’HQPDUNKDGPRUHOLEHUDOSRLQWVRIYLHZZHUHFRPPLWWHGWR
HFRQRPLF RSHQQHVV DQG VDZ VLJQLILFDQW DGYDQWDJHV LQ D EURDGHQHG *$77
DJUHHPHQW7KH1HWKHUODQGVDQG’HQPDUNKDGODUJHOLYHVWRFNVHFWRUVDQGOHVVFH
UHDOVSURGXFWLRQDQGWKXVZHUHRIPL[HGPLQGVDERXWUHEDODQFLQJZKLOHWKH8.
VXJJHVWHGPRYLQJRIIUHEDODQFLQJDOWRJHWKHU9DKO
6HFRQG)UDQFHZDVWKHVWURQJHVWVXSSRUWHURI WKH&$3DV LWVWRRGDQGKDGWKH
VPDOOHVW ZLQVHW ,W EHQHILWHG JUHDWO\ IURP WKH &RPPXQLW\ 3UHIHUHQFH FRXQWH
QDQFHGQRFRQWUROVRQYROXPHVRIH[SRUWVDQGYLHZHGWKH86SURSRVDOVDVVLP
SO\ DQ DWWHPSW WR UHGXFH WKH (& DQG SDUWLFXODUO\ WKH )UHQFK VKDUHV RI ZRUOG
PDUNHWV’XULQJ WKLV SHULRG ,UHODQG IROORZHG WKH )UHQFK SRVLWLRQ YHU\ FORVHO\
7KLUG*HUPDQ\DQGWRYDU\LQJGHJUHHVWKHUHPDLQLQJPHPEHUVWDWHVVRXJKWWR
PLQLPL]HSROLF\FKDQJHVWKDWPLJKWKDUPWKHLUKHWHURJHQHRXVIDUPVHFWRUVZLWK
KLJKQXPEHUVRIVPDOOKROGLQJV7KHLUGRPHVWLFIDUPRUJDQL]DWLRQVGLGQRWZDQW
VLJQLILFDQWFKDQJHVWRWKH&$3)RUWKHVHUHDVRQVZHSODFHWKH8.7KH1HWKHU
ODQGVDQG’HQPDUNLQWKHOLEHUDOFRDOLWLRQLQ7DEOH%DQGWKHRWKHUVWDWHVLQWKH
SURWHFWLRQLVWJURXS
,IZHDVVXPHD FRQVHQVXVGHFLVLRQPDNLQJ UXOH WKHQ WKH)UHQFKSRVLWLRQ DORQH
ZRXOG UHVWULFW WKH &RPPLVVLRQ“V ZLQVHW JUHDWO\ ,I ZH FRQVLGHU WKH TXDOLILHG
PDMRULW\GHFLVLRQPDNLQJ UXOH WKH&RPPLVVLRQ WHQGHG WR WKLQN LQ WKHVH WHUPV
DOWKRXJKPDQ\RI WKHPHPEHU VWDWHV GLGQRW DJDLQ WKH&RPPLVVLRQKDG OLWWOH
URRPWRPDQHXYHU7KHWKUHHOLEHUDOVWDWHVGLGQRWKDYHHQRXJKYRWHVWRIRUFHUH
IRUP EXW )UDQFH ,UHODQG DQG*HUPDQ\ FRXOG FRQVWLWXWH D EORFNLQJPLQRULW\ LI
DWWHPSWVZHUHPDGHWROLEHUDOL]HWKH&$36RDJDLQGHIHQFHRIWKH&$3EHFRPHV
WKH&RPPXQLW\SRVLWLRQ
*LYHQ WKDW UHIRUPV RI WKH &$3 WKDW SUHVHUYHG LWV IXQGDPHQWDO FKDUDFWHULVWLFV
ZHUHFRQVLVWHQWZLWKWKHSURWHFWLRQLVWV“SRVLWLRQLQWKH*$77ZHUDQNWKHSD\RII
IURPVXFKUHIRUPV WREHKLJKHVW IRU WKHSURWHFWLRQLVWVDQG ORZHVW IRU WKH OLEHUDO
VWDWHVVHH7DEOH%7KHUHYHUVHUDQNLQJZRXOGEHDVVRFLDWHGZLWKDOLEHUDOL]LQJ
UHIRUP0RUHRYHULIQRDJUHHPHQWLVUHDFKHGHDFKSDUW\ZRXOGZDQWWREHVHHQ
DVKDYLQJDWOHDVWSXUVXHGLWVSUHIHUUHGRSWLRQ3ULRUWRWKHFROODSVHRIWKH*$77
WKHUHIRUHWKHHTXLOLEULXPLQ7DEOH%LVDSROLF\VWDOHPDWHRQ&$3UHIRUPZLWK
WKH OLEHUDO VWDWHVSXEOLFO\SURPRWLQJD VLJQLILFDQW VKLIW LQSROLF\DQG WKHSURWHF
WLRQLVWVZLVKLQJWRSUHVHUYHWKHVWUXFWXUHRIWKH&$3
2QWKHWKRI’HFHPEHUILYHGD\VDIWHUWKHFROODSVHRIWKH*$77QHJRWLD
WLRQV5D\0DF6KDUU\WKH(&&RPPLVVLRQHUIRU$JULFXOWXUHDQQRXQFHGWKDWWKH
&RPPLVVLRQ ZRXOG EH EULQJLQJ IRUZDUG §UHYROXWLRQDU\ FKDQJHV¤ WR WKH &$3
9DKO$GD\EHIRUH’HFHPEHU WKHSUHVVKDGUHSRUWHG WKDW&KDQ
FHOORU.RKODQG3UHVLGHQW0LWWHUDQGKDGLQGLFDWHGWKDWDQHZSURSRVDORQH[SRUW
VXEVLGLHVZRXOGQHHG WREHPDGHE\ WKH(& 9DKO3UHVVXUH IURP LQ
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GXVWU\KDGEHJXQWREXLOGRQWKH*HUPDQJRYHUQPHQWWRJHWWKH*$77PRYLQJ
DOPRVWLPPHGLDWHO\DIWHUWKHJHQHUDOHOHFWLRQVRI’HFHPEHU7KH&RPPLV
VLRQDOVRKDGLQWHUQDOUHDVRQVWRWKLQNDERXWUHIRUP%\HDUO\SDUWLDOO\GXHWR
WKHLQWHJUDWLRQRIWKH*HUPDQ’HPRFUDWLF5HSXEOLFLQWRWKH(&LWNQHZWKDWH[
SHQGLWXUHVZHUHOLNHO\WRH[FHHGEXGJHWJXLGHOLQHVE\,QDGGLWLRQPDUNHWV
LQFHUHDOVPLONEHHIVKHHSPHDWWREDFFRSURWHLQFURSVDQGZLQHIDFHGJURZLQJ
RYHUVXSSO\1RQH WKH OHVV WKH&RPPLVVLRQZRXOG KDYH KDG WLPH WR IROORZ LWV
XVXDOSUHSURSRVDOSURFHVVRI LQIRUPDOFRQVXOWDWLRQDQGGLVFXVVLRQEHIRUHPDN
LQJIRUPDOSURSRVDOV7KDWLWFKRVHQRWWRIROORZWKHXVXDOSURFHVVVKRZVWKHLQ
WHQVLW\RISUHVVXUHIURPWKH*$77WRFKDQJHWKH&RPPRQ$JULFXOWXUH3ROLF\
$VRXUK\SRWKHVLVVXPPDUL]HGLQ7DEOH&VXJJHVWVWKHSUHVVXUHIURPWKH*$77
JDPHDOWHUHGWKHG\QDPLFVRIWKHSD\RIIVIRUWKHSURWHFWLRQLVWFRDOLWLRQ$OLEHU
DOL]LQJUHIRUPEHFRPHVDVHFRQGEHVWVROXWLRQZKLOHFRQWLQXLQJWRUHVLVWFKDQJH
LVIUDXJKWZLWKSUREOHPVWKHZKROH*$77SURFHVVPLJKWIDLODQGWKHSROLWLFDOGL
YLVLRQVZLWKLQ WKH&RPPXQLW\FRQFHLYDEO\FRXOGVHYHUHO\ZHDNHQ LW LQ LQWHUQD
WLRQDOIRUXPVLQWKHIXWXUH$WWKLVSRLQWWKHHQWUHSUHQHXULDOOHDGHUVKLSRIWKH
&RPPLVVLRQ EHFRPHV FUXFLDO ,W QHHGV WR FKDQJH WKH SUHIHUHQFHV RI WKH SURWHF
WLRQLVWJURXSDQGWRGHYLVHDSURSRVDOWKDWERWKILWVWKRVHSUHIHUHQFHVDQGDOWHUV
WKHSD\RIIVLQWKH*$77JDPH7KLVVFHQDULRKDVVRPHVLPLODULWLHVZLWK6FKPLGW“V
§SUHYHQW WKH ZRUVH¤ VLWXDWLRQ WKH &RPPLVVLRQ VHHNV WR VKLIW SUHIHUHQFHV E\
SRLQWLQJRXWWKDWWKHRXWFRPHRI7DEOH%FRXOGOHDGWRDFROODSVHRIWKHRYHUDOO
*$77URXQG
7DEOH  VXPPDUL]HV VHYHUDO SRVVLEOH DSSURDFKHV WKDWPLJKW KDYH EHHQ XVHG WR
DGGUHVVWKHLQWHUQDOSUREOHPVRIWKH&$3DQGWKHH[WHUQDO*$77FRQVWUDLQW7KH
SURWHFWLRQLVWV“SUHIHUHQFHVFDPHFORVHVWWRWKHDXWDUNLFVROXWLRQ,WIROORZHGLQWKH
WUDGLWLRQ RI WKH §VXFFHVVIXO¤ SURJUDPV LQ GDLU\ DQG VXJDU ZKLOH PLQLPL]LQJ
FKDQJHVWRWKHRYHUDOOVWUXFWXUHRIWKH&$3,WDOVRZRXOGKDYHFRQWLQXHGDQGLQ
WHQVLILHGDQDSSURDFKDGRSWHGE\ WKH(8 LQZKHUHE\SURGXFHUVZKRYRO
XQWDULO\ DJUHHG WR VHWDVLGH SURGXFWLYH ODQGV LQ H[FKDQJH IRU GLUHFW SD\PHQWV
ZHUHDPHDQVWRDGGUHVVWKHSUREOHPRIVXUSOXVFHUHDOVSURGXFWLRQ,QFRQWUROOLQJ
VXSSO\ WKURXJK VHWDVLGH IRU FHUHDOV DQG RLOVHHGV WKH &RPPXQLW\ZRXOG KDYH
EHHQ DEOH WR UHGXFH LWV H[SRUW VXEVLGLHV VLJQLILFDQWO\8QIRUWXQDWHO\ DV 7DEOH 
LQGLFDWHV WKH VROXWLRQZRXOG QRW KDYH EURNHQ WKH VWDOHPDWH LQ WKH *$77 DQG
FRQWUDGLFWHGWKH&RPPLVVLRQ“VLQWHUHVWLQRYHUDOOHFRQRPLFZHOIDUH
7KH§OLEHUDO¤ VROXWLRQRI OHWWLQJPDUNHWVGHWHUPLQHSULFHV DQG WKXV VXSSO\DQG
GHPDQGZRXOG FHUWDLQO\ KDYH EHHQ FRPSDWLEOHZLWK *$77 GLVFLSOLQHV VROYHG
(&EXGJHWGLIILFXOWLHVDQGSURGXFHGPD[LPXPZHOIDUH IRU WKHHFRQRP\%XW LW
ZDVWRRUDGLFDOIRUWKHSURWHFWLRQLVWFRDOLWLRQDQGWKXVZRXOGQRWKDYHSURGXFHG

 :HKDYHNHSWWKHUDQNLQJRIRXWFRPHVIRUWKHOLEHUDOVWKHVDPHDVLQ7DEOH%
Table 2   Potential Solutions to the CAP Game: Characteristics
Solutions
• Prices
• Supply Controls
• Aids
Economic
Rationality:
Overall Welfare 
Effect
Impact on EC 
Budget
Economic
Rationality:
Overall Welfare 
Effect
Level of Export 
Subsidies
Compatibility
with Market
Access
Requirements
Compatibility
with Domestic 
Support
Political Support
Base at 
Beginning of 
Game or
Tabling of
Proposal
Pure 
Liberal
• Market prices
• No controls
• No aids
Maximum Much lower Maximum Disappear Fully
compatible
Fully
compatible
Only DK, NL, 
and UK would 
show interest
Autarkic • High set prices
• Paid voluntary
set-asides
• None
Minimum Somewhat 
higher or lower 
depending on 
cost of set-
asides
Minimum Very low Incompatible in 
medium term
Incompatible D, E, I, P, GR,
and possibly IR
Social
Balanced
• Lower prices
• Compulsory set-
asides
• Modulated
direct payments
Significantly
enabling
Somewhat 
higher
Significantly
enabling
Somewhat
lower
Compatible? Depends on
payment type
None
Economic 
Balanced
• Lower prices
• Compulsory set 
asides
• Unmodulated 
direct payments
Enabling Notably higher 
in the short 
term; unclear 
after
Enabling Somewhat 
lower
Compatible Depends on 
payment type
• DK, NL, UK
• Probably: B, 
LUX, IR
• Unclear: D, E,
F, GR, I, P
Classification of the solutions is inspired in part by LeTheule and Litvan.
 03,I*’LVFXVVLRQ3DSHU
WKHUHTXLUHGVKLIWVLQSD\RIIVVXPPDUL]HGLQ7DEOH&7RTXRWH5HQp6WHLFKHQD
IXWXUH$JULFXOWXUH&RPPLVVLRQHU§(XURSH“VIRRGVHFXULW\FRXOGEHDVVXUHGZLWK
RQHWKLUG RI WKH FXOWLYDWHG ODQGV DQG IDUPHUV WKDQ ZH FXUUHQWO\ QRZ KDYH ,Q
WKLQNLQJRIVRFLHW\KRZHYHUWKHGLVHTXLOLEULXPZRXOGEHXQDFFHSWDEOHDQGGDQ
JHURXV¤7KLVVWDWHPHQWYHU\PXFKUHIOHFWHGWKLQNLQJLQWKHPDMRULW\RIPHPEHU
VWDWHV&OHDUO\WKH&RPPLVVLRQKDGWRILQGDQRWKHUSDWKWRIROORZ
$IWHULQIRUPDOFLUFXODWLRQRID§QRQSDSHU¤LQ-DQXDU\WKH&RPPLVVLRQSURSRVHG
D UDWKHU QRYHO DSSURDFK WR WKH&$3 LQ D §UHIOHFWLRQV¤ SDSHU UHOHDVHG LQ )HEUX
DU\7KHYHU\ FRQFHSWXDOL]DWLRQ DQGSUHSDUDWLRQRI WKLVSDSHU LOOXVWUDWHGZHOO
KRZ WKH &RPPLVVLRQ DVVXPHG DQ HQWUHSUHQHXULDO OHDGHUVKLS UROH 2IILFLDOV LQ
’*9,KDGSUHSDUHGWKHGRFXPHQWLQKRXVHZLWKRXWPXFKRIWKHXVXDOSUHOLPL
QDU\ FRQVXOWDWLRQ DQG GLVFXVVLRQ WKDW QRUPDOO\ SUHFHGHV D &RPPLVVLRQ SUR
SRVDO7KHPHPEHUVWDWHVZHUHFOHDUO\FDXJKWE\VXUSULVHDQGWKURXJKRXWWKH
QHJRWLDWLQJSURFHVVWKDWIROORZHGRYHUWKHQH[WPRQWKVQRQHUHDOO\DUWLFXODWHG
DV\VWHPDWLFDOWHUQDWLYHYLVLRQOHDGLQJWRFRXQWHUSURSRVDOV/H7KHXOHDQG/LWYDQ

7KH§UHIOHFWLRQV¤SDSHUDUJXHGVWURQJO\ IRU&$3UHIRUPJHQHUDOO\ LQ WKHGLUHF
WLRQLQZKLFKWKHDFWXDOUHIRUPRIHYHQWXDOO\ZHQW+RZHYHUWKLVSDSHURI
)HEUXDU\  GLG QRW FRQWDLQ GHWDLOHG DQG TXDQWLILHG SURSRVDOV <HW IURP DQ
LQWHUQDO&RPPLVVLRQGRFXPHQWRI’HFHPEHUZKLFKKDGEHHQOHDNHGWRWKH
SUHVVRQHFDQUHFRQVWUXFWWKH&RPPLVVLRQ“VREMHFWLYHV7KH&RPPLVVLRQDLPHG
WR SURSRVH D VLJQLILFDQW UHGXFWLRQ LQ WKH LQWHUYHQWLRQ SULFH IRU FHUHDOV RLOVHHGV
DQGSURWHLQFURSV)DUPVRYHUKHFWDUHVZHUHWRVHWDVLGHSHUFHQWRIWKHLU
ODQGVWKRVHEHWZHHQDQGKHFWDUHVSHUFHQWZLWKIDUPVXQGHUKHFWDUHV
EHLQJ H[HPSWHG IURP WKH VHWDVLGHV )DUPHUV ZHUH WR EH FRPSHQVDWHG IRU WKH
SULFHGHFUHDVHEXWQRWWKHVHWDVLGHVWKURXJK§PRGXODWHG¤GLUHFWSD\PHQWVWLHG
WRKHFWDUHVRIODQGSODQWHG)XOOFRPSHQVDWLRQZRXOGJRWRIDUPVXQGHUKHF
WDUHVSHUFHQW WR WKRVHEHWZHHQDQGKHFWDUHVDQGSHUFHQW WR WKRVH
RYHUKHFWDUHV

 6RLVVRQ7UDQVODWHGIURPWKHRULJLQDOE\WKHDXWKRUV
 &RPPLVVLRQRIWKH(XURSHDQ&RPPXQLWLHV&(&D
 )RXLOOHX[)RXLOOHX[VXJJHVWVWKDWWKHVXGGHQIDLOXUHRIWKH*$77QHJRWLD
WLRQVSXVKHG WKH&RPPLVVLRQ WRPRYH DKHDGZLWK LWVSURSRVDOVZLWKRXW WKHXVXDO
FRQVXOWDWLRQV D SRLQW FRQVLVWHQWZLWK RXU REVHUYDWLRQ WKDW WKH *$77 QHJRWLDWLRQV
ZHUHWKHLQVWLJDWLQJIDFWRUIRU&$3UHIRUP
 6ZLQEDQNDQG7DQQHU6RPHGHWDLOVDUHLQ,QJHUVHQWHWDO
 7KHSDSHUDOVRPDGHSURSRVDOVIRUWKHPLONEHHIDQGVKHHSVHFWRUV7KHVHZHUHOHVV
IDUUHDFKLQJ WKDQ WKH FHUHDOVRLOVHHGVSURWHLQV SURSRVDOV :H ZLOO UHIHU WR WKHVH
EHORZLQRXUGLVFXVVLRQRIVLGHSD\PHQWV
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
$V7DEOHVXJJHVWVWKLV§VRFLDOEDODQFHG¤SURSRVDOKDGVHYHUDODGYDQWDJHVDQG
RQH NH\GLVDGYDQWDJH ,WV XVH RIPRGXODWHGSD\PHQWV LQ FRPELQDWLRQZLWK WKH
RWKHULQVWUXPHQWVSURPLVHGDVLJQLILFDQWLPSURYHPHQWLQWKHHFRQRPLFUDWLRQDO
LW\ RI DJULFXOWXUDO SROLF\ DWPDQDJHDEOH EXGJHW H[SHQGLWXUH:LWK ORZHU LQWHU
YHQWLRQSULFHVHQDEOLQJ(&SURGXFHUVWRFRPSHWHEHWWHUDJDLQVWFHUHDOVXEVWLWXWHV
DQGZLWKFRQWUROVRQVXSSO\H[SRUWYROXPHVZRXOGIDOODQGZLWK WKHPH[SRUW
VXEVLGLHV 7KH GLUHFW SD\PHQWV ZHUH OHVV WUDGH GLVWRUWLQJ WKDQ WKH WUDGLWLRQDO
SULFH VXSSRUWV DQG WKXVSRWHQWLDOO\PRUHQHJRWLDEOH LQ WKH*$77 URXQG HVSH
FLDOO\JLYHQWKHLUGLVWLQFWVLPLODULW\WRH[LVWLQJ86GHILFLHQF\SD\PHQWV8QIRUWX
QDWHO\ KRZHYHU WKH FRXQWU\PRVW OLNHO\ WR IDYRXU WKLVPRUH OLEHUDO SROLF\ WKH
8QLWHG.LQJGRPZDVQRW VXIILFLHQWO\DWWDFKHG WR LWV OLEHUDOSULQFLSOHV WR VHH LWV
IDUPHUVZLWK ODUJH KROGLQJV RQ WKH DYHUDJH EHLQJ FRPSHQVDWHG DW D ORZHU UDWH
WKDQWKRVHZLWKVPDOOKROGLQJV$QGHYHQPRUHWRWKH&RPPLVVLRQ“VVXUSULVHDOO
WKHUHVWRIWKHPHPEHUVWDWHVOLQHGXSEHKLQGWKH%ULWLVKLQUHMHFWLQJ§PRGXODWHG¤
SD\PHQWV
0DF6KDUU\UHWXUQHGZLWKDGHWDLOHGDQGTXDQWLILHGRIILFLDOSURSRVDOLQ-XO\
&(&E/LVWHGDV WKH§HFRQRPLFEDODQFHG¤SURSRVDO LQ7DEOH LW UHWDLQHG
HVVHQWLDOFRQFHSWVRIWKHVRFLDOEDODQFHGVROXWLRQEXWZLWKLPSRUWDQWFKDQJHVWR
GHWDLOV’LUHFWSD\PHQWVZRXOGEHPRGXODWHGPXFKOHVV&RPSXOVRU\VHWDVLGHV
RISHUFHQWZRXOGQRZEHJLQIRUIDUPVZLWKPRUHWKDQDERXWKHFWDUHV$QG
IDUPVXQGHUKHFWDUHVZRXOGDOVREHFRPSHQVDWHGIRULQFRPHORVVHVIURPVHW
DVLGHODQGV7KLVSURSRVDOKDGWZRGLVDGYDQWDJHVWKDWLWVVRFLDOEDODQFHGSUHGH
FHVVRUGLGQRWKDYHWRWKHVDPHH[WHQWVHH7DEOH)LUVWFRQIURQWHGZLWKDQLQ
WHQVLI\LQJEXGJHWDU\FULVLVWKH(&ZRXOGEHIDFHGZLWKSD\LQJRXWPRUHLQFRP
SHQVDWLRQWKDQLWZRXOGKDYHZLWKH[LVWLQJSROLFLHV7DQJHUPDQQ$QGVHF
RQG WKH &RPPLVVLRQ KDG WR JLYH LQ PRUH RQ LWV ZLVK IRU SROLFLHV WKDW ZRXOG
PD[LPL]HRYHUDOOHFRQRPLFZHOIDUH7KH-XO\SURSRVDODOVRKDGWZRDGYDQWDJHV
)LUVWLWPDLQWDLQHGFORVHWRWKHVDPHOHYHORIFRPSDWLELOLW\ZLWKWKH*$77QHJR
WLDWLRQV DV WKH )HEUXDU\SURSRVDO 6HFRQG0DF6KDUU\KDGGRQHKLV KRPHZRUN
WKHUH ZDV VRPH SRWHQWLDO IRU ILQDO SROLWLFDO DSSURYDO RI WKH HFRQRPLFEDODQFHG
DSSURDFKDQGWKXVUHDFKLQJWKHVXJJHVWHGHTXLOLEULXPLQ7DEOH&
&KDQJLQJ WKH SUHIHUHQFHV RI WKH SURWHFWLRQLVW FRDOLWLRQZDV QRW HDV\ IURP -XO\
WR0D\WKHUHZHUHWREHGD\VRI$JULFXOWXUDO&RXQFLOPHHWLQJVDQG
GD\VRI6SHFLDO$JULFXOWXUDO&RPPLWWHHVLWWLQJV)RXLOOHX[$VLQWKH
HDUOLHU&$3JDPH7DEOH%WKHWKUHHPRUHOLEHUDOVWDWHV¥’HQPDUN7KH1HWK
HUODQGV 8QLWHG .LQJGRP ¥ KDG ODUJHU ZLQVHWV ZHOFRPHG WKH PRYH WR ORZHU
SULFHV DQG YLHZHG SRVLWLYHO\ WKH FKDQJH IURP SULFH VXSSRUWV WR GLUHFW SD\
PHQWV 7KHLU DVVHQW SDUWLFXODUO\ WKDW RI WKH8.ZDV WR EH DVVXUHGZKHQ WKH

 ,QIDFWWKHWKUHHOLEHUDOVWDWHVZDQWHGDIXUWKHUORZHULQJRISULFHVWKDQWKDWSURSRVHG
E\ WKH &RPPLVVLRQ DQG DUJXHG IRU IXOO\ GHFRXSOHG VXSSRUW 6HH $JUD(XURSH
,,,
 03,I*’LVFXVVLRQ3DSHU
&RPPLVVLRQDJUHHGWRFRPSHQVDWHDOOIDUPVIRUVHWDVLGHODQGQRWMXVWWKRVHXQ
GHUKHFWDUHVWKHUHE\GURSSLQJPRGXODWLRQDOWRJHWKHU7KHH[HPSWLRQRIVPDOO
IDUPVIURPVHWDVLGHUHTXLUHPHQWVSOXVSD\PHQWVWKDWZRXOGFRPSHQVDWHIDUPHUV
IXOO\IRUWKHSULFHGHFUHDVHKHOSHGNHHSZLGHWKHZLQVHWVRIWKHVWDWHVZLWKVPDOO
IDUP VWUXFWXUHV ¥ ,UHODQG ,WDO\ 3RUWXJDO*UHHFH 6SDLQ ,Q DGGLWLRQ LPSRUWDQW
VHFWLRQVRIWKH0HGLWHUUDQHDQFRXQWULHV“DJULFXOWXUHZHUHQRWWRXFKHGDWDOOE\WKH
UHIRUPV¥IUXLWVDQGYHJHWDEOHVROLYHRLOZLQH6SDLQ%HOJLXPDQG/X[HPERXUJ
KDGYHU\VWURQJLQWHUHVWVLQDQRYHUDOO*$77DJUHHPHQWDIDFWWKDWDOVRNHSWWKHLU
ZLQVHWVUHODWLYHO\ODUJH
0RUHSUREOHPDWLFIRUWKHSURWHFWLRQLVWFRDOLWLRQZHUHWKHSRVLWLRQVRI)UDQFHDQG
*HUPDQ\:LWKJURZLQJVSHFLDOL]DWLRQLQDJULFXOWXUHDQGGLYHUVLW\LQIDUPVL]HV
WKHOHDGLQJIDUPHUVDVVRFLDWLRQLQ)UDQFHWKH)pGpUDWLRQQDWLRQDOHGHVV\QGLFDWV
G“H[SORLWDQWVDJULFROHV)16($IDFHGLQFUHDVLQJGLIILFXOWLHVLQILQGLQJDFRPPRQ
SRVLWLRQ $UJXLQJ WKDW UHIRUP RI WKH &$3ZDV RQO\ DPHDQV WR VHOORXW WR WKH
$PHULFDQV LQ WKH *$77 WKH )HGHUDWLRQ PRELOL]HG WKRXVDQGV RI IDUPHUV LQ D
GHPRQVWUDWLRQDJDLQVW&$3UHIRUPLQ3DULVRQ6HSWHPEHU7KH&$3SUR
SRVDOVGLGUXQFRXQWHU WRNH\DVSHFWVRI WKHVRFLDO&KULVWLDQSKLORVRSK\EHKLQG
)UHQFKDJULFXOWXUDOSROLF\WKDWDQFKRUHGWKHIXQGDPHQWDO/RLG“RULHQWDWLRQDJULFROH
RIDQGLWVFRPSOHPHQWDU\ODZRI,QIUDPLQJWKLVOHJLVODWLRQWKHQ3ULPH
0LQLVWHU0LFKHO’HEUpKDG FRRSHUDWHGZLWK WKH&HQWUHQDWLRQDOGH MHXQHV DJUL
FXOWHXUV&1-$WKH\RXWKZLQJRIWKH)16($ZKRVHOHDGHUVKDGFRPHIURPWKH
VRFLDO DFWLYLVW -HXQHVVH DJULFROH FDWKROLTXH LQ WKH V ,Q WKHLU SHUVSHFWLYH WKH
IDUPHU“VUROHZDVWRZRUNWKHODQGDQGWRSURGXFHIRRGIRUKXPDQLW\PDNLQJHI
ILFLHQWPRGHUQSURGXFWLRQDFRUHYDOXH7ZRDVSHFWVRIWKH&$3UHIRUPVGLGQRW
VLWZHOOZLWK WKLVYDOXH )RXLOOHX[7KHSDUWLDOO\GHFRXSOHGGLUHFWSD\
PHQWVLQWKHSURSRVDOGLVFRQQHFWHGSDUWRIIDUPHUV“LQFRPHIURPWKHLUSURGXFWLYH
DFWLYLW\(YHQPRUHGLVWXUELQJIDUPHUVZHUHEHLQJDVNHGQRWWRSURGXFHE\VHWWLQJ
DVLGHODQG$V-HDQ3LHUUH6RLVVRQ0LQLVWHURI$JULFXOWXUHIURP2FWREHUWR
$SULOVDLG§:HDUHDQROGUXUDOSHRSOH IRURYHUDPLOOHQLXPPRQNVDQG
SHDVDQWVKDYHFOHDUHGWKHODQGIRUFXOWLYDWLRQDQGQRZVXGGHQO\WKH\DUHEHLQJ
DVNHG WR UHYHUVH GLUHFWLRQ:H FDQ“W MXVW 'VHWDVLGH“ WKH )UHQFK FRXQWU\VLGH OLNH
WKDW¤7KH$JULFXOWXUHPLQLVWU\SXEOLFO\ VLGHGZLWK WKH)16($DQGUHLWHUDWHG
WKDWWKH&$3QRWEHUHIRUPHG)RXLOOHX[
7KHSUHSDUDWLRQRI)UHQFKSROLF\SRVLWLRQVIRU%UXVVHOVGRHVQRWUHVWVROHO\ZLWK
WKH0LQLVWHURI$JULFXOWXUHKRZHYHUEXW LV WKH WDVNRIDQ LQWHUPLQLVWHULDO FRP
PLWWHHWKDWDOVRLQFOXGHVWKH3ULPH0LQLVWHU“VRIILFHDQGWKH)RUHLJQ$IIDLUVDQG
)LQDQFHPLQLVWULHV )RUYDULRXV UHDVRQV HDFKRI WKHVHXQLWV KDG DQ LQWHUHVW LQ

 7KHVHHYHQWVDUHDQDO\VHGLQ0XOOHU
 6RLVVRQ$XWKRUV“WUDQVODWLRQ
 )RUDGHWDLOHGDQDO\VLVRIWKLVSURFHVVVHH)RXLOOHX[DQG(SVWHLQ
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
&$3UHIRUPDQGDQRYHUDOO*$77DJUHHPHQWDQGIRXQGWKH&RPPLVVLRQ“VSUR
SRVDOVZRUWKFRQVLGHULQJ,QDGGLWLRQIURPWKHSRLQWRIYLHZRIWKH3ULPH0LQ
LVWHUDQGWKH3UHVLGHQWDQDXWDUNLFSRVLWLRQZRXOGUXQFRXQWHUWRWKHYRFDWLRQH[
SRUWDWULFHDVVLJQHGWRWKHDJULIRRGVHFWRUVLQFHWKHODWHV,QVKRUWWKH)UHQFK
ZLQVHW JUDGXDOO\ZLGHQHG WR HPEUDFH WKH SULQFLSOHV RI WKH&RPPLVVLRQ“V SUR
SRVDOV 7KH TXHVWLRQ UHPDLQLQJZDVZKHWKHU WKH RWKHU NH\ DFWRU LQ WKH SURWHF
WLRQLVWFRDOLWLRQ*HUPDQ\FRXOGEHEURXJKWRQVLGH
7KHSURSRVDOWRORZHUWKHLQWHUYHQWLRQSULFHIRUFHUHDOVFRQIOLFWHGGLUHFWO\ZLWKD
IXQGDPHQW RI*HUPDQ DJULFXOWXUDO SROLF\ VLQFH WKH/DQGZLUWVFKDIWJHVHW] RI 
KLJKSULFHVDUHQHFHVVDU\WRHQVXUHDGHTXDWHLQFRPHV&RQVHTXHQWO\*HUPDQ\
KDG IRXJKW VXFFHVVIXOO\DJDLQVW)UHQFKSURSRVDOV IRU ORZHUFHUHDOSULFHVGXULQJ
WKHIRUPDWLRQRIWKH&RPPRQ$JULFXOWXUDO3ROLF\LQWKHHDUO\VDQGKDGLQ
YRNHGWKH/X[HPERXUJFRPSURPLVHIRUWKHRQO\WLPHRYHUWKHVDPHLVVXHLQ-XQH
 +HQGULFNV *HUPDQ\“V FRQVHQW WKHUHIRUH WR DSULFHGHFUHDVH LV
HYLGHQFH DJDLQ RI WKH LPSDFW RI WKH *$77 ,QWHUQDWLRQDO SUHVVXUHV VXFFHHGHG
ZKHUH)UDQFHKDGORQJIDLOHG ,Q6HSWHPEHU WKH4XDGULODWHUDO 86(& -D
SDQ DQG &DQDGD KDGPHW DQG FRQILUPHG WKDW WKH0DF6KDUU\ 3URSRVDOV FRXOG
XQEORFNWKH*$77QHJRWLDWLRQV)RXLOOHX[7KH*HUPDQFDELQHWPHW LQ
VSHFLDOVHVVLRQRQ2FWREHUDQGUHVROYHGWKDWFXWVLQVXSSRUWSULFHVFRXOG
RQO\EHDFFHSWHGRQ WKHEDVLVRI IXOO LQFRPHFRPSHQVDWLRQ WKDWZDVSHUPDQHQW
DQG UHOLDEOH DQG WKDW GLG QRW GLVFULPLQDWH DJDLQVW ODUJHU KROGLQJV 0RUHRYHU
WKHVHLQFRPHVXSSRUWSD\PHQWVZRXOGKDYHWREHVDIHJXDUGHGLQWKH*$77QH
JRWLDWLRQVRQUHGXFHGGRPHVWLFVXSSRUW+HQGULFNV¥
(YHQZLWKWKHVHSULQFLSOHVEHLQJDFFHSWHGE\RWKHUPHPEHUVWDWHV*HUPDQ\WRRN
D UHODWLYHO\QDUURZZLQVHWRQSULFH FKDQJHV LQWR WKH ODVWPDUDWKRQQHJRWLDWLQJ
VHVVLRQLQ0D\,WZDVZLOOLQJWRDFFHSWKLJKHUVXSSO\FRQWUROVVHWDVLGHVLQ
H[FKDQJHIRUKLJKHUSULFHV7KH&RPPLVVLRQKDGFDOOHGIRUDSHUFHQWGHFUHDVH
LQWKHFHUHDOVSULFHZKLOHWKH3RUWXJHVH3UHVLGHQF\SURSRVHGDSHUFHQWFXWDW
WKHILQDOVHVVLRQ7KLVSURSRVDOZDVLQVXIILFLHQWIRUWKH&RPPLVVLRQDQGWKHDF
FRPSDQ\LQJ VHWDVLGH OHYHOZDV WRR KLJK IRU WKH )UHQFK8OWLPDWHO\ D FRPSUR
PLVHZDVIRXQGDWSHUFHQWMXVWEHORZ*HUPDQ\“VSROLWLFDOWKUHVKROGRISHU
FHQWZLWK D FRPSXOVRU\ VHWDVLGH UDWH RI SHU FHQW IXOO\ FRPSHQVDWHG*HU
PDQ\UHFHLYHGDQDGGLWLRQDOVLGHSD\PHQWRIKLJKHUPDOHEHHIDQGVXFNOHUFRZ
SUHPLXPV /H7KHXOHDQG/LWYDQ ,QDQXQVXFFHVVIXODWWHPSW WREULQJ

 6HH/H7KHXOHDQG/LWYDQDQG)RXLOOHX[
 $UWLFOH  RI WKLV ODZ LQGLFDWHG WKDW DJULFXOWXUDO SROLF\ZRXOG VHHN WR HQVXUH OLYLQJ
FRQGLWLRQVIRUIDUPHUVFRPSDUDEOHWRWKRVHRIRWKHUUHOHYDQWVRFLDOJURXSV7KHODZ
DOVRUHTXLUHV WKH IHGHUDOJRYHUQPHQW WRUHSRUWDQQXDOO\ WRSDUOLDPHQWRQ WKLVFRP
SDULVRQ
 +HQGULFNV$OVRVHH*DUGQHU
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,WDO\RQVLGHWKH$JULFXOWXUDO&RXQFLODJUHHGQRWWRFXWPLONTXRWDVDWWKLVWLPH
DVKDGEHHQRULJLQDOO\SURSRVHGDQGHYHQWRRIIHUDQLQFUHDVHRIWKHTXRWDYRO
XPHWR,WDO\
7KH*$77*DPH3KDVH-DQXDU\WR’HFHPEHU
7KHUHIRUPRIWKH&$3GLGQRWDWDOOOHVVHQWKHEXGJHWSUHVVXUHRQWKH(&
SUHVXPDEO\RQHRI WKHSULPDU\REMHFWLYHVRI UHIRUPLI LWKDGEHHQSXUVXHGDVD
GRPHVWLFJDPHQRW OLQNHGWRWKH*$77JDPH7DQJHUPDQQ ,WGLGFKDQJH
WKH SD\PHQWV WR IDUPHUV IURP UHODWLYHO\ LQYLVLEOH VXEVLGLHV IURP FRQVXPHUV WR
PRUH YLVLEOH WUDQVIHUV IURP WD[SD\HUV DJDLQ VRPHWKLQJ ZKLFK ZDV XQOLNHO\ WR
KDSSHQLQDQXQOLQNHG&$3JDPH7KHSUL]HKRZHYHUZDVWKDWWKHUHIRUPVDO
WHUHGWKHOLNHO\ZLQVHWVLQWKH*$77JDPH/RZHULQWHUYHQWLRQSULFHVIRUFHUHDOV
SOXVFRPSXOVRU\FRQWUROVRQVXSSO\SURPLVHGDUHGXFWLRQLQ(&FHUHDOVH[SRUWV
DQGWKXVH[SRUWVXEVLGLHV7KHORZHUSULFHVDOVRPDGH(&FHUHDOVPRUHFRPSHWLWLYH
ZLWKLPSRUWHGGXW\IUHHFHUHDOVVXEVWLWXWHVHQDEOLQJWKH(&WROHW§UHEDODQFLQJ¤
IDGHDVDQ LPSRUWDQWGHPDQG7KLVGHPDQGRI FRXUVHZDVDSULQFLSDO VWLFNLQJ
SRLQWLQWKHPDUNHWDFFHVVQHJRWLDWLRQV$QGWKHPRYHIURPSULFHVXSSRUWVWRSDU
WLDOO\GHFRXSOHGGLUHFWSD\PHQWVFUHDWHGDQHZEDVLVIRUGLVFXVVLRQEHWZHHQWKH
86DQGWKH(&RQWKHGRPHVWLFVXSSRUWLVVXH
$ FRPSDULVRQ RI 7DEOHV $ DQG ’ VXPPDUL]HV RXU K\SRWKHVHV RQ KRZ WKH
DJUHHPHQWRQ&$3UHIRUPSRWHQWLDOO\DOWHUHGWKHSD\RIIVIRUWKH(&LQWKH*$77
JDPH$QDJUHHPHQWFKDQJHVIURPEHLQJWKHZRUVWRXWFRPHIRUWKH(&WRWKHRQH
ZLWK WKH VHFRQGKLJKHVWSD\RII2QO\ LQWUDQVLJHQFHE\ WKH86 LQ WKH IDFHRI(&
ZLOOLQJQHVVWRDJUHHZRXOGSURYLGHWKH&RPPXQLW\ZLWKDKLJKHUSD\RII,QWKLV
FLUFXPVWDQFH WKH(&ZRXOGKDYHHPHUJHGZLWKDUHIRUPHG&$3QRWVXEMHFW WR
DQ\IXUWKHU*$77GLVFLSOLQHVDQGZLWKUHVSRQVLELOLW\IRUDSRWHQWLDOFROODSVHRI
WKHRYHUDOO*$77SODFHGVTXDUHO\RQWKHVKRXOGHUVRIWKH86$V7DEOH’VKRZV
WKH QHZ HTXLOLEULXP LQ WKH IDFH RI WKHVH VWUDWHJLF FKRLFHV LV DQ LQWHUQDWLRQDO
DJUHHPHQW 5HDFKLQJ WKLV QHZ HTXLOLEULXP KRZHYHUZDV DJDLQ WR UHTXLUH VXV
WDLQHGVXSUDQDWLRQDOOHDGHUVKLSE\WKH(XURSHDQ&RPPLVVLRQ
/DWH LQ )HEUXDU\  WKH &RPPLVVLRQ TXLHWO\ DJUHHG WR QHJRWLDWH VHSDUDWH
FRPPLWPHQWVRQH[SRUWVXEVLGLHVPDUNHWDFFHVVDQGGRPHVWLFVXSSRUW7KH(&
ZDVSHUPLWWHGWRPDNHWKLVFKDQJHZLWKRXWH[SOLFLWO\DFNQRZOHGJLQJWKDWLWKDG
EHHQPDGH&URRPH1HJRWLDWLQJJURXSVIRUWKH8UXJXD\5RXQGWKHQ
EHJDQPHHWLQJDJDLQLQ-XQHDQG-XO\7KHVHDJULFXOWXUDOGLVFXVVLRQVRSHQHG
ZLWK DQHZHDUQHVWQHVVEHFDXVH WKHGHSRVLWLRQRISURSRVDOV WR UHIRUP WKH&$3

 ,WDO\ZDVWKHRQO\PHPEHUWRYRWHDJDLQVWWKHUHIRUP/H7KHXOHDQG/LWYDQ
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
KDG HQKDQFHG WKH FUHGLELOLW\ DQG DXWKRULW\ RI WKH &RPPLVVLRQ“V QHJRWLDWRUV LQ
*HQHYD &URRPH7KH ILUVW FRQFUHWH VLJQDORIPRYHPHQW FDPH LQ1R
YHPEHUDIWHUDPHHWLQJLQ:DVKLQJWRQEHWZHHQ3UHVLGHQW%XVKDQG-DFTXHV
’HORUV3UHVLGHQWRI WKH&RPPLVVLRQ%XVK LQGLFDWHGWKDW WKH86ZDVZLOOLQJ WR
DFFHSWDSHUFHQWFXWLQWKHYROXPHRIVXEVLGL]HGH[SRUWVGRZQFRQVLGHUDEO\
IURPWKHODVWRIILFLDO86SRVLWLRQRISHUFHQWDQGDSHUFHQWGHFUHDVHLQGR
PHVWLFVXSSRUWGRZQIURPSHUFHQW
,Q’HFHPEHUDFWLQJDVDQLQWHUQDWLRQDOPHGLDWRU*$77’LUHFWRU*HQHUDO$UWKXU
’XQNHOWRRNWKHLQLWLDWLYHWRSUHVHQWDGUDIWILQDODFW’)$WKDWSUHVXPHGDFRQ
VLGHUDEOHFRQYHUJHQFHRIZLQVHWV,QDJULFXOWXUHKLVSURSRVDOVLQFOXGHG
¥ H[SRUWVXEVLGLHVDSHUFHQWUHGXFWLRQLQYROXPHZLWKDSHUFHQWUHGXFWLRQ
LQWKHLUYDOXH
¥ PDUNHWDFFHVV IXOOWDULIILFDWLRQZLWKUHVXOWLQJWDULIIVUHGXFHGRQDYHUDJHE\
SHUFHQWDQGLQGLYLGXDOO\E\DWOHDVWSHUFHQWE\ZLWKDFFHVVRIDWOHDVW
SHUFHQWRIWKHGRPHVWLFPDUNHWULVLQJWRSHUFHQWE\
¥ GRPHVWLF VXSSRUW QR UHGXFWLRQ IRU QRQGLVWRUWLQJ §JUHHQ ER[¤ VXEVLGLHV$OO
RWKHUVXEVLGLHVZHUHWREHUHGXFHGE\SHUFHQWIURPWKHLUOHYHOVRYHU
WKHSHULRG¥
’XQNHOKDGFOHDUO\PRYHGEH\RQGWKHSRVLWLRQVRI WKHPRVW UHFDOFLWUDQWQHJRWL
DWLQJSDUWLHV¥WKH(&DQG-DSDQ¥LQFUDIWLQJVXJJHVWLRQVFRQVLVWHQWZLWKWKHOHJDO
SULQFLSOHVRIWKH*$77+LVSURSRVDOVUHTXLUHGOHVVFKDQJHWKDQWKH86KDGGH
PDQGHGEXWPRUHWKDQWKH(&KDGFRXQWHQDQFHGE\FDOOLQJIRUDVLJQLILFDQWUH
GXFWLRQRIH[SRUWVXEVLGLHVUXOLQJRXWUHEDODQFLQJDQGLPSO\LQJWKHGLUHFWSD\
PHQWVSURSRVHGLQWKH&$3UHIRUPVZRXOGEHVXEMHFWWR*$77GLVFLSOLQH
1RWVXUSULVLQJO\WKH(&UHDFWHGE\VD\LQJWKDWWKH’)$SURSRVDOVZHUH§QRWDF
FHSWDEOH¤6WHZDUW7KHUHDOTXHVWLRQKRZHYHUZDVZKHWKHUWKH\UHS
UHVHQWHG D EDVLV IRU QHJRWLDWLQJ D ILQDO DJUHHPHQW 6XSSRUWHG E\ WKH 8. DQG
*HUPDQ\WKH&RPPLVVLRQVDLGLQ0DUFKWKDWWKH’)$SURYLGHGDEDVLVIRU
DJUHHPHQW ZLWKRXW SUHMXGLFH WR WKH ILQDO SRVLWLRQ RI WKH (& )UDQFH REMHFWHG
VWUHQXRXVO\DUJXLQJWKDWWKH&RPPLVVLRQZDVH[FHHGLQJLWVPDQGDWH¥WKHQHJR
WLDWLQJSRVLWLRQDJUHHGLQ1RYHPEHU:RROFRFNDQG+RGJHV/DWH
LQ1RYHPEHUZLWKVWURQJVXSSRUWIURPWKH8.SUHVLGHQF\RI WKH$JULFXO
WXUDO&RXQFLO WKH&RPPLVVLRQDJDLQPHWZLWK86QHJRWLDWRUV WKLV WLPHDW%ODLU
+RXVHLQ:DVKLQJWRQDQGUHDFKHGDJUHHPHQWRQWKUHHPDWWHUV WKHDJULFXOWXUDO

 ,Q EHLQJ DOORFDWHG WR SURGXFHUV EDVHG RQ KHFWDUHV SODQWHG WR D JLYHQ FHUHDOV FURS
WKHVHSD\PHQWVZHUHQRWIXOO\GHFRXSOHGIURPSURGXFWLRQGHFLVLRQV
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FKDSWHURI WKH8UXJXD\5RXQGDQG WZRRWKHUGLVSXWHV UHODWHG WRRLO VHHGVDQG
PDL]HJOXWHQIHHG’HWDLOVRIWKHIRUPHUQHHGQRWGHWDLQXVKHUH6XIILFHLWWRVD\
WKDW WKH&$3GLUHFWSD\PHQWVDQG86GHILFLHQF\SD\PHQWVZHUHSXW LQD§EOXH
ER[¤QRWVXEMHFW WR WKHGRPHVWLFVXSSRUWUHGXFWLRQV WKH(&TXLHWO\GURSSHGLWV
UHEDODQFLQJGHPDQGDVH[SHFWHGDIWHU&$3UHIRUPDQGWKHWZRSDUWQHUVDJUHHG
RQDSHUFHQWUHGXFWLRQLQWKHYROXPHRIH[SRUWVXEVLGLHVIURPD¥EDVH
1RDFWLQWKH*$77QHJRWLDWLRQVWKDWEHJDQLQJLYHVDFOHDUHULQGLFDWLRQRI
WKH &RPPLVVLRQ“V OHDGHUVKLS FDSDFLW\ WKDQ WKH %ODLU +RXVH $FFRUG $W %ODLU
+RXVHWKH&RPPLVVLRQZDVDEOH WRSXOO WRJHWKHU WKH WKUHDGVRIERWKJDPHVGH
VSLWHWKHIDFWWKDWRIILFLDOO\LWZDVVWLOORSHUDWLQJZLWKWKH§QHJRWLDWLQJPDQGDWH¤
JLYHQ LW E\ WKH &RXQFLO LQ1RYHPEHU  7KLVPDQGDWH GLG QRW HYHQ SHUPLW
PDNLQJ VHSDUDWH FRPPLWPHQWV RQ H[SRUW VXEVLGLHVPDUNHW DFFHVV RU GRPHVWLF
VXSSRUW&HUWDLQO\ WKH$FFRUGZHQW VLJQLILFDQWO\EH\RQG WKHSRVLWLRQRI)UDQFH
WKHPRVW VWURQJO\RSSRVHGPHPEHU VWDWHSURPSWLQJ3ULPH0LQLVWHU%pUpJRYR\
WR VWDWH WKDW WKH DFFRUG ODFNHG §OHJDO VLJQLILFDQFH¤ 9DKO  %\ WKH’H
FHPEHUPHHWLQJRI&RXQFLO ,UHODQG%HOJLXP ,WDO\ 6SDLQ*UHHFH DQG3RUWXJDO
ZHUHDOVRH[SUHVVLQJGRXEWVDERXWWKH$FFRUGHFKRLQJLQSDUWWKH)UHQFKDUJX
PHQW WKDW LW ZDV LQFRPSDWLEOH ZLWK WKH QHZ &$3 UHIRUPV &URRPH 
9DKO1RWDEO\KRZHYHU*HUPDQ\ZDVVLOHQWGHFLGLQJQHLWKHU WRRS
SRVH)UDQFHSXEOLFO\QRUWRFULWLFL]HWKH&RPPLVVLRQ
8VLQJLWVIRUPDODQGLQIRUPDOSRZHUVWRFRQWUROWKHDJHQGDKRZHYHUWKH&RP
PLVVLRQ VHW DERXW EXLOGLQJ DPDMRULW\ LQ VXSSRUW RI WKH DJUHHPHQWV ,W GLG QRW
VXEPLWWKHDFFRUGLPPHGLDWHO\WRWKH&RXQFLOIRUDSSURYDODUJXLQJWKDWWKLVVWHS
ZRXOGFRPHZKHQWKHQHJRWLDWLRQVRQWKHDJULFXOWXUDOFKDSWHUDWWKH*$77KDG
FRQFOXGHG 1RU GLG LW HYHQ GLVWULEXWH WKH WH[W RIILFLDOO\ WR PHPEHU VWDWHV 7R
)UDQFH“VGLVPD\WKH&RPPLVVLRQUHVXPHGWKH*$77GLVFXVVLRQVLQ*HQHYDDV
VXPLQJWKDWDJULFXOWXUHKDGEHHQODUJHO\VHWWOHG*HUPDQ\“VKDUGOLQHDJULFXOWXUH
PLQLVWHU ,JQD] .LHFKOH ZDV UHSODFHG E\ -RUFKHQ %RUFKHUW ZKR LQ OLQH ZLWK
&KDQFHOORU .RKO“V WKLQNLQJ GHVFULEHG %ODLU +RXVH DV D §JRRG GHDO¤ 9DKO
$WD0D\&RXQFLOPHHWLQJ)UDQFHDJUHHGWRWKHRLOVHHGVFRPSRQHQWRI
%ODLU+RXVH
1RQHWKHOHVVXQGHUDQHZFRQVHUYDWLYHJRYHUQPHQWZLWK WUDGLWLRQDOO\FORVH WLHV
WRWKH)16($)UDQFHFRQWLQXHGLWVRSSRVLWLRQWRWKHWZRRWKHUSDUWVRI WKH$F
FRUGIRUFLQJD-XPER&RXQFLO$JULFXOWXUHDQG7UDGH0LQLVWHUVPHHWLQJLQ6HS
WHPEHU WRDGGUHVV LWVGHPDQG WKDW WKH$FFRUGEH UHQHJRWLDWHG$W WKLVPHHWLQJ
WKH WKUHH OLEHUDO VWDWHV ¥ ’HQPDUN 7KH 1HWKHUODQGV WKH 8. ¥ SOXV 6SDLQ GH
IHQGHGWKHDJUHHPHQWZKLOH,UHODQGDQGHVSHFLDOO\)UDQFHDWWDFNHGLW5HOXFWDQWO\

 )RU D IXOOHU GLVFXVVLRQ DQG HYDOXDWLRQ RI WKLV DJUHHPHQW VHH -RVOLQJ 7DQJHUPDQQ
DQG:DUOH\DQG6ZLQEDQNDQG7DQQHU
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
WKH&RPPLVVLRQDJUHHGWRVHHN§FODULILFDWLRQ¤RQVHYHUDOSRLQWVIURPWKH86 ,Q
’HFHPEHUWKH86DJUHHGWRWKHDYDLODELOLW\RIDQDOWHUQDWHUHIHUHQFHSHULRG
¥IRUFHUWDLQSURGXFWVLQGHWHUPLQLQJH[SRUWVXEVLG\UHGXFWLRQVVRFDOOHG
§IURQW ORDGLQJ¤ DQG WR DQ H[WHQVLRQ RI WKH §SHDFH FODXVH¤ IURP  WR  \HDUV
:LWK WKHVHPLQRUFKDQJHV WKH%ODLU+RXVH$FFRUGEHFDPH WKHFRUHRI WKHDJUL
FXOWXUDO FKDSWHU RI WKH :72 DJUHHPHQW WKDW ZDV HYHQWXDOO\ DSSURYHG E\ DOO
PHPEHUVWDWHV¥DQGWKH8UXJXD\5RXQGZDVVXFFHVVIXOO\FRQFOXGHG
&RQFOXVLRQ
7KHULFKQHVVRIWKHLQIRUPDWLRQDQGWKHDQDO\VLVDYDLODEOHRQDJULFXOWXUDOSROLF\
UHIRUP UHYHDOV WKH FRPSOH[ LQWHUGHSHQGHQFH EHWZHHQ GRPHVWLF UHJLRQDO (8
DQGLQWHUQDWLRQDOOHYHOVRISROLF\PDNLQJ’HSDUWLQJIURPWKHFRXQWHUK\SRWKHVHV
RI3DDUOEHUJDQG3DWWHUVRQWKLVDUWLFOHGHPRQVWUDWHVKRZWKHYHU\FRQWHQWRIUH
IRUPV WR WKH&$3ZDVVKDSHGE\ LQWHUSUHWDWLRQVRIZKDWSROLFLHVPLJKWEHVXF
FHVVIXOO\HQVKULQHG LQD*$77DJUHHPHQW:KHQ LWFDPHWRUHIRUPLQJ WKH&$3
WKH(8KDG WR FRQVLGHUQRW RQO\ZKDWSROLF\ LQVWUXPHQWVPLJKW EH FKRVHQ DQG
KRZ WKH\PLJKW EH FRQILJXUHG WR UHVROYH LQWHUQDO GLIILFXOWLHV EXW DOVRZKHWKHU
SRVVLEOH VROXWLRQ VHWVRISROLF\ LQVWUXPHQWVZRXOGEH DFFHSWDEOH LQ WKH LQWHUQD
WLRQDO IRUXPDQGZRXOGSHUPLW WKRVHQHJRWLDWLRQV WRSURFHHG2SHUDWLQJXQGHU
WKLVGRXEOHFRQVWUDLQWWKHDUWLFOHVKRZVWKDWWKH(8FKRVHDFRPELQDWLRQRIWKUHH
SROLF\ LQVWUXPHQWV WKDW ZDV XQH[SHFWHG IURP D SXUHO\ GRPHVWLF SHUVSHFWLYH
ORZHULQWHUYHQWLRQSULFHVGLUHFWSD\PHQWVWRIDUPHUVDQGFRPSXOVRU\VHWDVLGHV
*LYHQWKHLQVWLWXWLRQDOSDWKRIGHYHORSPHQWIROORZHGE\WKH(&LQIRUPXODWLQJDQG
UHYLVLQJ WKH&$3 RYHU WKH \HDUV RWKHUPRUH DXWDUNLF FRPELQDWLRQVZRXOG KDYH
VHHPHGPRUHOLNHO\ ,QIDFW WKHQHZ&$3GLGDUHODWLYHO\SRRU MRERIDGGUHVVLQJ
RQHRIWKHNH\LQWHUQDOLQFHQWLYHVIRUUHIRUPULVLQJEXGJHWDU\H[SHQGLWXUHV
*LYHQWKHLQWHUQDWLRQDOL]LQJIRUFHVSUHVHQWLQPDQ\SROLF\DUHDVWKHUHLVQRUHD
VRQ WRDVVXPHWKDW WKLVVLWXDWLRQ¥ WKHYHU\VWUXFWXUHRIGRPHVWLFSROLFLHVEHLQJ
VKDSHGE\LQWHUQDWLRQDOSROLF\PDNLQJ¥ZDVDXQLTXHHYHQW:HWKXVSRVHGWKH
TXHVWLRQKRZVKRXOGZHDQDO\]HDQG WKHRUL]H WKHVHNLQGVRI OLQNDJHVEHWZHHQ
WKHLQWHUQDWLRQDO(8DQGGRPHVWLFOHYHOV":HDUJXHGIRUVHSDUDWLQJRXWWKHWZR

 7KHSHDFH FODXVH UHIHUV WR DSDUW RI WKH%ODLU+RXVH$FFRUGZKHUH*$77SDUWQHUV
DJUHHQRWWRFKDOOHQJHWKHVXEVLGLHVLQWKH&$3DQGRWKHUFRXQWULHV“VSROLFLHVXQGHU
*$77GLVSXWHSURFHGXUHV LI WKH\FRQIRUPZLWKWKH8UXJXD\5RXQG$JUHHPHQWRQ
$JULFXOWXUH)URPWKHSRLQWRIYLHZRI WKH&RPPLVVLRQ WKLVFODXVHZDVFUXFLDOEH
FDXVHLWJDYHWKH&$3FOHDUOHJLWLPDF\DWWKH*$77VRPHWKLQJLWKDGODFNHGVLQFHLWV
LQFHSWLRQ 2Q WKLV SRLQW VHH /HJUDV ¥ DQG 3DHPHQ DQG %HQVFK
¥
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VHWV RI QHJRWLDWLRQV DQG WUHDWLQJ WKHP DV DXWRQRPRXV [OHYHO OLQNHG JDPHV ,Q
PDNLQJWKLVVHSDUDWLRQZHDOVRIRXQGLWXVHIXOWRGUDZRQ3XWQDP“VZRUNDQGWR
WU\WRGLVFHUQZLQVHWVIRUNH\DFWRUVLQERWKJDPHV’UDZLQJRQWKHLQIRUPDWLRQ
RQWKHSROLWLFVRIQHJRWLDWLRQVZHJURXSHGVWDWHVLQWRFRDOLWLRQVSOD\HUVLGHQWL
ILHGWKHFRUHLVVXHVRIWKHJDPHVDQGIRFXVHGRQWKHDSSDUHQWVWUDWHJLHVFKRVHQ
:HXVHG WKLV LQIRUPDWLRQ WR FRQVWUXFW RUGLQDO UDQNHGSD\RIIPDWULFHV WKDW FRQ
IRUPHGWRNH\HTXLOLEULDLQWKHWZROLQNHGJDPHVDQGWKDWSHUPLWWHGXVWRLVRODWH
KRZ RXWFRPHV LQ RQH JDPH DOWHUHG WKH SD\RIIV DQG WKXV WKH VWUDWHJLHV LQ WKH
RWKHU*LYHQ WKDWZHZHUHSODFHG LQ WKH IDPLOLDU VRFLDO VFLHQFH VLWXDWLRQRIDQD
O\]LQJRXWFRPHV DIWHU WKH IDFW LW LV QRW UHDOO\SRVVLEOH WR VD\ WKDW WKH HPSLULFDO
DQDO\VLV§SURYHV¤RXUK\SRWKHVHV&HUWDLQO\RXUWKHRU\ZRXOGKDYHEHHQZURQJ
LIWKH8UXJXD\5RXQGKDGEHHQFRPSOHWHGZLWKRXWDOLEHUDOL]LQJ&$3UHIRUPRU
LI WKH(8KDGDJUHHGRQ OLEHUDOL]LQJUHIRUPVDQGWKHQWKHVHKDGQRWEURNHQWKH
VWDOHPDWHDWWKH*$77
7KHYDOXHRIRXUDQDO\VLVPLJKWVWLOOEHVKRZQKRZHYHUE\RIIHULQJDSUHGLFWLRQ
DERXW IXWXUHQHJRWLDWLRQV$JULFXOWXUDOQHJRWLDWLRQVDUH WR UHVXPHRQFHPRUHDW
WKH:72LQ7KH)DUP%LOO LQWKH86FRPSOHWHO\GHFRXSOHGWKHGLUHFW
SD\PHQWVPDGHWRSURGXFHUVRIPDMRUFRPPRGLWLHV IURPWKHLUSURGXFWLRQGHFL
VLRQV+HQFH WKH86 GHILFLHQF\ SD\PHQWV WKDWZHUH SODFHG LQ D §EOXH ER[¤ WR
JHWKHUZLWKWKHUHIRUPHG&$3SD\PHQWVRIQRORQJHUH[LVW,IWKHXSFRPLQJ
:72JDPHZHUH QRW OLQNHG WR&$3 UHIRUPZHZRXOGKDYH H[SHFWHG WKDW WKLV
FKDQJHZRXOGVSDUNQRUHVSRQVHE\WKH(8,QLWV$JHQGDUHIRUPSURSRVDO
IRUDJULFXOWXUHKRZHYHUWKH&RPPLVVLRQUHFRPPHQGVGLUHFWODUJHO\XQFRXSOHG
SD\PHQWV WR IDUPHUV LQ WKH FHUHDOV DQG RLOVHHGV VHFWRU 7R D ODUJH H[WHQW WKH
$JHQGD  DGGUHVVHG WKH LVVXH RI (DVWZDUG HQODUJHPHQW RI WKH (8 DQG
WKHUHE\SURYLGHVDQRWKHUFKDOOHQJLQJH[DPSOHRI OLQNVEHWZHHQGRPHVWLFSROLF\
UHIRUPDQG LQWHUQDWLRQDOSUHVVXUHV IRU IXWXUH UHVHDUFK+RZHYHU WKHGHEDWH LQ
(XURSH LVDOVRDOUHDG\DJDLQ IUDPHGLQ WHUPVRI WKH:72DQGWKH&RPPLVVLRQ
FOHDUO\ VD\V VR LQ WKH$JHQGD 6KRXOG WKH(8 UHIRUPDJULFXOWXUHQRZDQG
WKXVVHHNWRLQIOXHQFHRWKHUV“GRPHVWLFSROLFLHV"2UVKRXOGLWKROGLWVSRZGHUDQG
VDYHLWVUHIRUPVDVDPPXQLWLRQLQWKHXSFRPLQJ:72QHJRWLDWLRQVSODFLQJLWVHOI
LQ D VLPLODU VLWXDWLRQ DV LQ ¥" ,Q WKH ZRUGV RI WKH FXUUHQW $JULFXOWXUH
&RPPLVVLRQHU )UDQ])LVFKOHU LQ D VSHHFK WR WKH$JULFXOWXUH&RXQFLO §&DQZH
DJUHH RQ D MRLQW SRVLWLRQ IRU WKH FRPLQJ URXQG RI:72QHJRWLDWLRQV RU DUHZH
JRLQJWRDGRSWDGHIHQVLYHVWDQFHDQGPHUHO\UHVSRQGWRSUHVVXUHIURPWKHRXW
VLGHDVZHGLGLQWKHODVWURXQG¤)LVFKOHU
&ROHPDQ7DQJHUPDQQ/LQNHG*DPHV 
,QVKRUWEDVHGRQRXUWKHRU\ZHGDUHSUHGLFWWKDWRQHRIWKHIROORZLQJVHTXHQFHV
ZLOORFFXU
 ,I &$3 UHIRUP LV GHFLGHG EHIRUH WKH QH[W URXQG RI :72 QHJRWLDWLRQV WKH
FKDQJHVDGRSWHGZLOOUHIOHFWFOHDUO\WKHLQWHUQDWLRQDOFRQVWUDLQWVRQWKH(8DQG
ZLOOVWUHQJWKHQWKH(8LQWKH:725RXQG
 ,I WKH:725RXQG UHVXPHV LQ ZLWKRXW VLJQLILFDQW&$3 UHIRUP D VWDOH
PDWHZLOOHPHUJHLQWKH:72QHJRWLDWLRQV$IWHUFRQVLGHUDEOHSROLWLFDOEOXVWHU
WKH (8ZLOO UHIRUP WKH &$3 LQ ZD\V WKDW SHUPLW LW WR DVVXPH LQWHUQDWLRQDO
FRPPLWPHQWV
,I QHLWKHU RI WKHVH RXWFRPHV PDWHULDOL]HV RXU WKHRU\ ZLOO KDYH SURYHQ WR EH
ZURQJ
$V D ILQDO SRLQWZH FRQFOXGH WKDW DV WKH LQWHUQDWLRQDOL]DWLRQ RI SROLF\PDNLQJ
SURFHHGVDQGUHJLRQDOHFRQRPLFFRRSHUDWLRQFRQWLQXHVWRJURZLQLPSRUWDQFHLW
EHFRPHVPRUHHVVHQWLDOWRILQGDWKHRUHWLFDOSODFHIRULQWHUQDWLRQDORUJDQL]DWLRQV
LQ[OHYHODXWRQRPRXVOLQNHGJDPHDQDO\VLV:HEXLOGRQWKHVHSDUDWHFRQFHSWV
RI LQWHUQDWLRQDO RUJDQL]DWLRQV DVPHGLDWRUV DQG DV HQWUHSUHQHXULDO OHDGHUV ’H
SHQGLQJRQLWVRWKHUDWWULEXWHVWKHLQVWLWXWLRQDOPDQGDWHRIWKHLQWHUQDWLRQDORU
JDQL]DWLRQPD\SHUPLW LW WRSRVHVROXWLRQVWRQHJRWLDWLRQVWKDWSHUPLWFRDOLWLRQV
RIVWDWHVWRUHDFKHTXLOLEULDPRUHTXLFNO\DQGGHVSLWHWKHSUHVHQFHRIXQDQLPLW\
GHFLVLRQPDNLQJ UXOHV 6XSUDQDWLRQDO LQVWLWXWLRQV VXFK DV WKH (8 &RPPLVVLRQ
PD\KDYH WKHRSWLRQ WR DFW DV HQWUHSUHQHXULDO OHDGHUVZKLOH LQWHUJRYHUQPHQWDO
LQVWLWXWLRQVVXFKDVWKH*$776HFUHWDULDWPD\EHFRQILQHGWRWKHUROHRILQWHUQD
WLRQDOPHGLDWRUV
:HDOVRGRQRWZLVKWRXQGHUHVWLPDWHWKHFRQVWUDLQWVWKDWSRZHUIXOQDWLRQVWDWHV
FDQSODFHRQSOD\LQJ WKHVH UROHV )XWXUH WKHRUHWLFDO DQDO\VLVPXVW WU\ WR VSHFLI\
ZKHQ WKHFRQVWUDLQWVSODFHGRQ LQWHUQDWLRQDORUJDQL]DWLRQVE\QDWLRQVWDWHVZLOO
EH VWURQJHU DQGZKHQ WKH\ZLOO EHZHDNHU2XU DQDO\VLV VKRZHG WKDWZKHQ DQ
HQWUHSUHQHXULDO OHDGHU LV LQYROYHG LQ DXWRQRPRXV OLQNHG JDPHV LW LV SURYLGHG
ZLWK VRPH RSSRUWXQLWLHV WR LQWHUSUHW WKH UHODWLYH SD\RIIV IRU WKH SOD\HUV LQ RQH
JDPHLQZD\VWKDWOHDGWRVROXWLRQVIRUWKHVHFRQGJDPHWKDWJRZHOOEH\RQGWKH
SRVLWLRQRIWKHPRVWRSSRVHGSOD\HU:HLOOXVWUDWHGWKLVSRLQWZLWKWKH&RPPLV
VLRQ“VSURSRVDOV IRU UHIRUPRI WKH&$3 ,W LV HYLGHQW WKRXJK WKDW WKLVRQH FDVH
VWXG\RIDXWRQRPRXV OLQNHGJDPHVSURYLGHVRQO\DVWDUW LQGHYHORSLQJDEHWWHU
FRQFHSWXDO XQGHUVWDQGLQJ RI ZKHQ LQWHUQDWLRQDO RUJDQL]DWLRQVZLOO EHPRUH RU
OHVVFRQVWUDLQHGE\QDWLRQVWDWHVLQLQWHUJRYHUQPHQWDOQHJRWLDWLRQV
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5HIHUHQFHV
&(&&RPPLVVLRQRI WKH(XURSHDQ&RPPXQLWLHVD&RPPXQLFDWLRQRI WKH&RPPLV
VLRQWRWKH&RXQFLO7KH’HYHORSPHQWDQG)XWXUHRIWKH&$35HIOHFWLRQV3DSHURIWKH&RP
PLVVLRQ&20)LQDO/X[HPERXUJ2IILFH RI2IILFLDO3XEOLFDWLRQVRI WKH(XUR
SHDQ&RPPXQLWLHV
ƒƒE 7KH ’HYHORSPHQW DQG )XWXUH RI WKH &$3 )ROORZ8S WR WKH 5HIOHFWLRQV 3DSHU
&20RI)HEUXDU\&20%UXVVHOV&(&
&UDP/DXUD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6RFLDO3ROLF\DQG
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eFRQRPLHUXUDOH¥
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XQHQRXYHOOHUpJXODWLRQPRQGLDOH",Q
eFRQRPLHUXUDOH¥
(SVWHLQ3DXO-%H\RQG3ROLF\&RPPXQLW\)UHQFK$JULFXOWXUHDQGWKH*$77,Q
-RXUQDORI(XURSHDQ3XEOLF3ROLF\¥
(YDQV3HWHU%XLOGLQJDQ,QWHJUDWLYH$SSURDFKWR,QWHUQDWLRQDODQG’RPHVWLF3ROL
WLFV5HIOHFWLRQVDQG3URMHFWLRQV,Q3HWHU(YDQV+DUROG-DFREVHQDQG5REHUW3XWQDP
HGV’RXEOH(GJHG’LSORPDF\,QWHUQDWLRQDO%DUJDLQLQJDQG’RPHVWLF3ROLWLFV%HUNHOH\
8QLYHUVLW\RI&DOLIRUQLD3UHVV¥
)LVFKOHU)UDQ]$JHQGD&$35HIRUP3URSRVDOV6SHHFK,QIRUPDO&RXQFLORI
0LQLVWHUVRI$JULFXOWXUH(FKWHUQDFK¥6HSWHPEHU
)RXLOOHX[»YH/D&RJHVWLRQjODIUDQoDLVHjO“pSUHXYHGHO“(XURSH/“H[HPSOHGHODUpIRUPH
GHOD3ROLWLTXH$JULFROH&RPPXQH*UHQREOH&(5$7,(3
*DUGQHU’DYLG%DVLVRID’HDORQ5DGLFDO&$35HIRUPLQ6LJKW,Q)LQDQFLDO7LPHV
0D\
+D\HV -RKQ 3KLOLS 0DNLQJ 7UDGH 3ROLF\ LQ WKH (XURSHDQ &RPPXQLW\ %DVLQJVWRNH
0DFPLOODQ
+HQGULFNV*LVHOD7KH1DWLRQDO3ROLWLFVRI,QWHUQDWLRQDO7UDGH5HIRUP7KH&DVHRI
*HUPDQ\,Q3KLOLS/RZH7HUU\0DUVGHQDQG6DUDK:KDWPRUHHGV5HJXODWLQJ$J
ULFXOWXUH/RQGRQ’DYLG)XOWRQ¥
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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0DFPLOODQ
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-RVOLQJ7LPRWK\(6WHIDQ7DQJHUPDQQDQG7.:DUOH\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